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PREFACE 


The  material  contained  in  this  publi¬ 
cation  is  for  instructional  purposes  only. 

In  no  way  should  it  be  construed  as  represent¬ 
ing  the  official  position  of  either  the 
Assessment  Division  or  the  Ministry  of  Revenue, 
on  any  of  the  topics  covered  herein. 
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INTRODUCTION 


Real  Property 

Assessors  in  the  Province  of  Ontario  are  currently  more 
concerned  with  property  markets  than  ever  before.  To  properly 
introduce  the  more  recent  assessment  staff  to  intricacies  of 
property  markets  on  locale-municipal,  regional  and  national  levels, 
we  feel  it  is  important  to  start  with  a  discussion  of:  concepts 
of  real  property  markets,  real  property  values,  property  assessments 
and  property  taxation. 

Real  property  as  a  commodity  is  very  complex  in  nature 
and  we  have  attempted  in  Part  A  of  this  lesson  to  discuss  the 
above  mentioned  topics  together  with  an  explanation  of  the 
various  factors  that  tend  to  create  these  complexities  and 
interactions  in  "imperfect"  markets.  Most  of  these  factors  are 
a  result  of  pure  economic  principles.  Since  it  is  not  within 
the  scope  of  this  lesson  to  discuss  these  principles  by  themselves, 
it  is  advised  that  the  assessor  trainee  familiarize  himself  with 
some  of  these  basic  economic  theories  which  may  be  found  in  any 
introductory  text  on  economics. 

In  almost  every  respect,  this  has  been  a  transitional 
period  in  the  administration  of  assessments  on  a  province-wide 
basis.  The  Report  of  the  Ontario  Committee  on  Taxation  (The  Smith 
Report)  in  1967  set  the  tone  for  the  period  by  establishing  the 
need  for  new  methods  of  real  property  valuations,  as  well  as  a 
possible  pattern  for  change.  The  new  provincial  assessment 
orgaini zation  established  in  1970  went  one  step  further  by  pro¬ 
viding  both  the  environment  and  the  resources  necessary  for  the 
adoption  of  new  programmes.  As  a  result,  more  than  at  any  time  in 
the  recent  past,  valuation  principles  and  procedures  are  being 
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re-examined  and  new  alternatives  offered.  While  assessment  at 
'market  value'  is  accepted  as  a  realistic  possibility,  a  uniform 
equitable  tax  base  is  yet  to  be  achieved. 

Spatial  Economics 

Part  B  of  this  lesson  examines  how  some  of  the  basic 
economic  principles  operate  in  a  world  in  which  all  the  elements 
of  the  economy  are  spatially  separated. 

Spatial  economics  has  particular  importance  for  the 
assessor.  The  assessor  is  concerned  with  determining  the  market 
value  of  buildings  and  land.  If  all  improvements  and  all  land 
parcels  were  identical  then  valuation  would  present  us  with  no 
great  problem.  Obviously,  however,  they  are  not;  no  two  buildings 
or  pieces  of  land  are  exactly  similar.  An  important  distinction 
must  be  made  in  classifying  the  characteristics  that  differentiate 
real  property.  Real  property  is  differentiated  firstly  by  its 
inherent  characteristics  of  size,  shape,  type,  age,  attractiveness 
etc;  and  secondly,  by  its  location .  In  Part  A  we  will  see  the  way 
in  which  the  market  places  value  on  the  inherent  characteristics 
of  buildings  and  land.  Part  B  will  deal  with  the  problems  that 
arise  from  the  locational  characteristics  of  real  property. 

Real  property  has  both  an  absolute  and  a  relative  loca¬ 
tion.  One  of  the  most  important  characteristics  of  property  as 
a  commodity  is  that  it  is  fixed  and  immovable,  since  it  occupies 
a  particular  spot  on  the  earth's  surface.  It  has  in  this  sense 
an  absoluete  location  which  can  be  defined  in  terms  of  degrees 
of  latitude  and  longitude.  Real  property  also  has  a  relative 
location;  that  is,  a  location  relative  to  all  other  real  property, 
and  it  is  this  relative  location  that  has  an  important  bearing 
upon  property  value.  The  components  of  this  relative  location 
can  be  classified  according  to  the  scale  at  which  they  operate. 
Real  property  is  located  at  a  particular  site,  in  a  particular 
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neighbourhood,  in  a  particular  market  area  and  in  a  particular 
region.  Changes  in  this  locational  environment,  at  any  level, 
may  produce  changes  in  value  in  a  particular  piece  of  real 
property . 

Economics  and  its  Relation  to  Assessment 

The  importance  of  regional  and  inter-market  variations 
in  property  values  has  long  been  recognized  by  the  assessor.  The 
local  modifier^  has  been  developed  to  correct  for  these  differences 
The  effects  of  the  regional  economy  are  felt  over  the  entire  stock 
of  property,  unlike  site  or  neighbourhood  effects  which  operate 
on  particular  properties  or  groups  of  properties.  Changes  in  the 
level  of  property  values  can  be  caused  by  changes  in  the  national 
economy  as  well,  and  these  must  be  distinguished  from  the  regional 
effects  with  which  we  are  presently  concerned. 

The  value  of  property  is  determined  by  the  market  match¬ 
ing  supply  against  demand.  If  supply  and  demand  showed  no  varia¬ 
tion  over  space,  then  there  would  be  no  variation  in  the  market 
prices  for  similar  properties.  Clearly,  considerable  variation  in 
property  prices  does  exist  however.  Similar  houses,  even  those 
built  by  the  same  development  company,  will  not  necessarily  fetch 
similar  prices  in  a  different  market  area.  This  is  because  the 
determinants  of  price,  the  supply  of,  and  demand  for,  real  property 
vary  between  market  areas . 

The  aggregate  demand  for  housing  is  determined  by  the 
number  of  households  requiring  housing  and  their  disposable  income. 
Thus  the  rate  of  population  growth,  migration,  household  formation 
and  local  wage  and  salary  rates  are  important  indicators  of  local 
housing  demand.  The  local  housing  supply  consists  of  a  stock  of 
available  housing  at  a  given  range  of  prices.  Local  variations 

^Local  Modifier  is  discussed  in  Lesson  Two-An  Introduction  to  the 
Cost  Method  of  Valuation. 
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in  construction  costs,  due  to  variations  in  transportation- 
costs  and  wage  rates,  are  thus  indicators  of  local  housing 
supply . 

Thus  an  important  relationship  exists  between  property 
value  and  local  indicators  of  supply  and  demand.  The  chain  of 
causality  is,  however,  not  always  easy  to  untangle;  for  example 
high  wage  rates  are  both  a  cause  and  an  effect  of  high  property 
values.  The  contribution  of  regional  economics  is  to  provide 
explanations  as  to  why  regional  variations  in  economic  perform¬ 
ance  occur,  and  how  they  change  over  time. 

The  adoption  of  a  comparative  sales  method  of  property 
assessment  demands  a  more  sophisticated  treatment  of  the  nature 
and  cause  of  property  value  variations. 


PART  A 


THE  ASSESSMENT  OF  REAL  PROPERTY 


Assessment  at  Market  Value 

In  Ontario,  the  assessor  is  made  responsible  for  the 
valuation  of  all  real  property  subject  to  certain  exemptions. 
The  Assessment  Act  defines  real  property  to  include: 

(i)  land  covered  with  water, 

(ii)  all  trees  and  underwood  growing  upon  land, 

(iii)  all  mines,  minerals,  gas,  oil,  salt  quarries, 
and  fossils  in  and  under  the  land, 

(iv)  all  buildings,  or  any  part  of  any  building,  and 
all  structures,  machinery  and  fixtures  erected 
or  placed  upon,  in,  over,  under  or  affixed  to 
land , 

(v)  all  structures  and  fixtures  erected  or  placed 
upon,  in,  over,  under  or  affixed  to  a  highway, 
lane  or  other  public  communication  or  water, 
but  not  the  rolling  stock  of  a  transportation 
system . 

Section  27  of  the  Act  stipulates  that  land  shall  be 
assessed  at  its  market  value  as:  "the  amount  that  the  land 
might  be  expected  to  realize  if  sold  in  the  open  market  by  a 
willing  seller  to  a  willing  buyer."  This  is  generally  thought 
to  be  equivalent  to  the  definition  set  out  in  the  Appraisal 
Notes  for  the  Assessor,  a  publication  of  the  Assessment  Divi¬ 
sion  of  the  Ministry  of  Revenue.  Here,  market  value  is  de¬ 
fined  as  "the  price  at  which  a  sale  is  most  likely  to  occur." 

The  Assessor  -  A  Mass  Appraiser 

An  assessor  is,  in  fact,  a  specialized  type  of  real 
estate  appraiser,  since  property  valuation  involves  certain  id¬ 
entical  responsibilities  for  both  groups.  Both,  for  instance, 
are  essentially  concerned  with  determining  the  market  value  of 
property.  While  the  appraiser  concentrates  on  one  property  at 
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a  time,  the  assessor  is  a  mass  producer  of  property  values,  re¬ 
sponsible  for  a  large  number  of  properties  within  a  limited  time 
period.  In  actual  fact,  'mass  appraisal'  can  be  an  important 
advantage  since  the  large  volume  of  work  inherent  in  mass 
appraisals  provides  the  assessor  with  more  extensive  market 
data  than  any  individual  appraiser  can  possibly  collect. 

Another  difference  lies  in  the  fact  that  the  app¬ 
raiser  considers  market  value  from  the  viewpoint  of  his  client, 
while  the  assessor  makes  valuations  for  tax  purposes  only. 

As  a  consequence,  the  appraiser  considers  every  future  poss¬ 
ibility  for  the  property,  realizing  that  his  valuation  will 
stand  for  a  number  of  years.  The  assessor  is  more  interested 
in  the  present.  His  concern  is  with  the  most  probable  selling 
price  for  a  particular  property  in  the  current  market.  His 
value  estimates  can  be  refined  on  an  annual  basis  since  a  new 
assessment  roll  is  returned  each  year.  In  spite  of  these  diff¬ 
erences,  both  assessors  and  appraisers  use  similar  valuation 
techniques.  Although  applications  may  differ,  the  underlying 
theory  is  essentially  the  same. 
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CONCEPTS  OF  VALUE 


In  Ontario  the  Assessment  Act  sets  market  value  as  the  basis 
of  assessment  valuations.  As  background  to  the  idea  of  market 
value,  it  is  useful  to  consider  some  general  notions  about  the 
meaning  of  value  in  real  property  valuation. 

Economic  Value.  "Value  is  a  word  of  many  meanings . "  Real 
property  valuation,  however,  is  concerned  only  with  economic 

value .  Roughly  speaking,  economic  value  is  determined  by  the 
willingness  and  ability  of  some  people  to  buy  various  goods 
and  services,  relative  to  the  willingness  and  ability  of  other 
people  to  provide  what  is  wanted.  Consequently,  estimating 
value  involves  a  continuous  study  of  the  preferences  and  abil¬ 
ities  of  large  groups  of  people. 

This  is  a  simple  point,  but  one  that  is  easy  to  for¬ 
get  in  practice.  As  will  be  illustrated,  in  applying  valuation 
techniques  we  often  find  it  convenient  to  temporarily  associate 
value  with  property  characteristics  like  site  frontage,  building 
size,  or  neighbourhood  prestige.  Sometimes  this  temporary  ass¬ 
ociation  creates  the  impression  that  value  is  determined  by  char¬ 
acteristics  that  are  actually  "in"  property.  A  house  in  a  good 
neighbourhood,  however,  does  not  have  extra  value  simply  because 
it  is  in  a  particular  location.  It  has  extra  value  since  people 
as  a  whole  tend  to  prefer  that  location  over  others,  and  are 
willing  to  support  this  preference  with  extra  money.  People  not 
properties,  make  value. 

There  are  certain  primary  elements  that  must  be  present 
to  some  degree  for  an  object,  including  real  estate,  to  have  val¬ 
ue.  The  degree  of  the  value  of  an  object  depends  in  a  large  mea¬ 
sure  on  the  extent  that  those  elements  are  present. 
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Utility .  This  is  the  quality  of  usefulness,  defined  as  the 
capacity  to  excite  a  desire  for  possession.  But  an  object 
that  may  be  desired  by  some  can  hold  no  value  for  others. 
Purchasers  tend  to  put  a  quantitive  measure  upon  the  utility 
of  a  property  to  be  purchased  and  thus,  by  way  of  example, 
one  purchaser  will  offer  on  a  two  bedroom  house  that  would  be 
shunned  by  another  who  desires  three  bedrooms. 

Scarcity .  It  is  the  scarcity  of  an  object  that  causes  men  to 
bid  against  one  another  for  its  ownership.  As  an  object  be¬ 
comes  less  scarce  its  value  in  exchange  tends  to  diminish;  it 
is  the  element  of  scarcity  that  influences  the  degree  of  value. 
If,  for  instance,  in  a  city  there  is  a  large  and  continuing 
excess  of  new  office  space  in  the  market,  over  that  demanded, 
the  competition  will  cause  rents  and  office  building  property 
values  to  be  lowered. 

Purchasing  Power.  If  objects  are  to  be  sold  in  the  market 
place  there  must  be  among  those  who  would  desire  them  the  nec¬ 
essary  purchasing  power.  In  the  development  of  a  property  to 
be  sold  there  must  be  some  relationship  between  its  cost  to 
create  and  the  price  at  which  it  can  be  sold.  It  would  indeed 
be  a  foolish  entrepreneur  who  would  develop  a  property  at  a 
cost  substantially  higher  than  its  market  value. 

These  three  elements  -  utility,  scarcity  and  purchas¬ 
ing  power  -  act  together  to  reign  over  the  costs,  prices  and 
value  of  real  estate  and  its  supply  and  demand.  Real  property 
acquires  value  when  it  fulfills  man's  needs  and  when  he  desires 
he  can  purchase  it;  if  it  is  scarce  its  value  increases,  if  it 
is  in  abundance  its  value  decreases. 

Thus  the  essential  conditions  necessary  for  a  commodity 
to  have  value  are: 
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(i)  Individuals  see  some  advantage  in  owning  it 
or  otherwise  making  use  of  its  services; 

(ii)  It  exists  in  limited  quantities  relative  to 
the  total  demands  for  it  or  its  services. 

To  say  that  real  property  provides  some  advantages 
to  individuals  means  that  it  is  productive.  This  productivity 
is  derived  from  the  ability  of  real  property  to  provide  three 
basic  services  to  man: 

(i)  Shelter; 

(ii)  Accommodation  for  various  economic  activities; 

(iii)  Access  to  other  activities. 

Not  only  do  individuals  desire  the  services  provided 
by  real  property,  but  the  supply  of  real  property  is  limited 
relative  to  the  competing  desires  for  it.  In  order  to  obtain 
real  property,  people  must  be  able  to  bid  it  away  from  its  al¬ 
ternative  uses.  Indeed  it  is  necessary  to  pay  for  these  ser¬ 
vices  before  they  are  provided.  Furthermore,  land  in  its  nat¬ 
ural  state  is  generally  of  little  or  no  use  to  individuals. 

The  costs  that  must  be  incurred  to  convert  land  from  its  natur¬ 
al  condition  to  a  productive  use  generally  establish  a  minimum 
value  for  land. 

The  services  associated  with  real  property  are  prov¬ 
ided  by  the  entire  property  and  cannot  be  allocated  between  land 
and  building .  Whereas  a  building  provides  shelter  and  accommo¬ 
dation,  land  provides  the  support  for  the  improvements  and  the 
location  of  the  site  provides  access.  An  individual  owns  property 
because  he  wants  all  of  these  services.  If  he  makes  an  offer  to 
purchase,  he  values  them  as  a  unit,  not  separately.^-  Thus  the 
price  an  individual  offers  for  a  property  is  related  to  the  value 
he  places  on  the  services  he  will  receive  from  it.  The  price 
actually  paid  in  a  transaction  may  equal  this  value  or  it  may  be 
less.  It  will  never  be  more. 

^This  statement  does  not  preclude  the  possibility  of  making  an  alloc¬ 
ation  of  value  between  land  and  building  after  the  value  of  the  pro¬ 
perty  has  been  estimated.  Under  no  circumstances,  however,  can  the 
sum  of  the  portions  differ  from  the  value  of  the  whole. 
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Value  in  Exchange.  Value  in  exchange  is  the  basic  form  of 
economic  value.  Traditionally,  exchange  values  are  the  ratios 
at  which  goods  and  services  tend  to  change  hands.  For  example, 
at  a  given  time  and  place  a  person  might  have  to  pay  about  ten 
average  cars  for  one  average  house,  or  one-tenth  of  an  average 
house  for  one  average  car. 

In  modern  economies  exchange  values  are  usually  ex¬ 
pressed  in  money.  Consequently,  money  values  or  sale  prices 
tend  to  reflect  ratios  of  exchange  among  different  goods  or 
services.  To  say  that  a  person  must  pay  about  $4,000  for  an 
average  car  and  $40,000  for  an  average  house,  is  equivalent  to 
saying  that  he  must  pay  about  ten  average  cars  for  one  average 
house . 


The  theory  of  how  exchange  values  are  determined  through 
the  interaction  of  supply  and  demand  is  explained  in  any  standard 
economics  text.  For  our  purposes  here  we  might  say  that  ex¬ 
change  value  reflects  a  mass  opinion  about  the  worth  of  one 
good  in  terms  of  another.  Put  somewhat  crudely,  if  most  people 
believe  that  one  average  car  is  worth  one-tenth  of  a  house, 
then  the  exchange  value  of  a  car  will  tend  towards  one-tenth  of 
a  house. 


Naturally,  the  mass  opinions  associated  with  exchange 
values  vary  directly  with  changes  in  the  conditions  of  supply 
and  demand.  In  other  words,  exchange  values  will  tend  to  rise 
when  demand  is  strong  and  supply  is  short,  or  fall  in  conditions 
of  abundant  supply  and  weak  demand. 


7 


Value  in  Use.  Value  in  use  is  somewhat  different  from  value 
in  exchange.  Generally  use  value  depends  on  the  idea  that 
most  goods  and  services  have  alternative  uses.  For  example, 
a  given  parcel  of  land  might  be  used  for  a  residence,  a  farm, 
a  retail  store,  or  an  industrial  plant.  Roughly  speaking, 
in  each  of  these  uses  the  land  will  'produce'  an  income  or 
return  in  the  form  of  money  or  some  other  benefit.  The  pre¬ 
sent  worth  of  the  return  produced  by  the  land  over  the  expect¬ 
ed  life  of  a  given  use  is  known  as  use  value. 

At  any  one  time  a  single  good  or  service  might  have 
several  use  values,  regardless  of  its  present  use.  For  ex¬ 
ample,  under  certain  conditions  a  parcel  of  land  presently 
used  for  an  apartment  building  might  have  alternative  uses  as 
a  single-family  home,  a  drugstore,  or  a  shopping  centre.  In 
most  cases,  it  is  possible  to  estimate  a  different  return  for 
each  of  these  different  uses.  Consequently,  at  any  one  time 
each  potential  or  alternative  use  of  the  same  land  will  tend 
towards  a  different  use  value. 

It  is  entirely  possible  however  for  a  property  to 
have  a  "value  in  use"  which  can  be  greater  than  its  market 
va lue . 

One  of  the  most  commonly  used  examples  of  value  in 
use  is  that  of  a  house  outfitted  for  an  owner  confined  to  a 
wheelchair  with  a  ramp  up  the  steps,  kitchen  cupboards  con¬ 
structed  to  a  convenient  height  and  the  like.  To  the  owner, 
the  house  takes  on  an  element  of  value  over  and  above  that 
which  it  could  likely  command  in  the  market;  it  has  conven¬ 
ience,  utility  and  it  gives  the  owner  satisfaction.  Never¬ 
theless,  viewed  from  a  market  standpoint  those  "extras"  could 
well  cause  a  loss  in  value  of  the  property  as  being  not  re¬ 
quired  by  most  purchasers. 
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Highest  and  Best  Use.  The  notion  of  highest  and  best  use  pro¬ 
vides  a  theoretical  link  between  use  value  and  exchange  value. 
Roughly  speaking,  if  the  market  for  a  given  parcel  of  land  is 
completely  open,  its  exchange  value  at  any  one  time  will  tend 
towards  its  highest  use  value.  For  example,  assuming  open 
markets,  if  use  value  for  a  parcel  of  land  used  as  a  single 
family  home  is  $10,000,  as  a  drugstore  $20,000,  as  an  apartment 
building  $50,000,  and  as  a  shopping  centre  $75,000,  then  the 
exchange  value  of  the  land  will  tend  towards  $75,000. 

This  principle  is  fundamental  to  the  concept  of  val¬ 
ue  in  real  estate.  It  is  defined  as  that  use  which  is  most 
likely  to  produce  the  greatest  net  return  over  a  given  period 
of  time.  Net  return  may  involve  net  income  as  from  an  invest¬ 
ment  property,  or  satisfaction  and  amenities  as  from  a  house. 
The  principle  must  be  considered  in  connection  with  every  app¬ 
raisal  of  property  and  it  can  be  discussed  under  two  main  head¬ 
ings  . 

1 .  The  Valuation  of  Land  as  Though  Undeveloped 

An  undeveloped  land  parcel  could  be  developed  with 
an  office  building,  an  apartment,  a  house,  a  service  station, 
or  it  may  be  best  used  as  a  parking  lot,  a  residential  subdiv¬ 
ision  or  a  market  garden.  The  decision  made  as  to  its  Highest 
and  Best  Use  for  the  purpose  of  appraisal,  must,  however,  be 
a  legal  one  from  the  standpoint  of  zoning,  health  regulations, 
and  the  like,  and  there  must  be  a  demand  for  its  use. 

There  is  not  much  point  in  deciding  that  a  corner 
lot  on  a  main  artery  would  find  its  optimum  use  as  a  service 
station  site  if  the  city  planner  is  adamant  that  its  zoning 
shall  remain  only  for  apartment  use.  Further,  it  would  be  im¬ 
practical  to  decide  that  a  50  acre  suburban  parcel  is  ideal 
for  a  regional  shopping  centre  if  no  major  retail  tenants  were 
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interested  in  the  location.  The  many  factors  and  principles 
that  will  affect  the  Highest  and  Best  Use  estimate  therefore 
are:  government  regulations  -  location  -  supply  -  demand  - 
anticipation  -  balance  -  surplus  productivity  -  contribution 
-  competition. 

Where  a  land  parcel  is  already  improved  with  a  build¬ 
ing  it  is  still  necessary  to  view  the  land,  for  purposes  of 
estimating  its  Highest  and  Best  Use,  as  though  vacant  and  un¬ 
developed.  Land  is  generally  considered  as  imperishable  while 
buildings  have  a  terminable  life;  they  can  be  destroyed  by 
fire,  torn  down  or  they  can  wear  out. 

Moreover,  a  building  may  be  an  under  or  over-improve¬ 
ment  for  its  site.  For  example,  an  apartment  site  may  be  zoned 
to  accommodate  twenty  units  while  the  existing  building  on  the 
land  may  have  only  twelve  units.  Clearly,  the  building  is  an 
under-improvement  but  with  respect  to  the  Market  Value  of  the 
property  on  that  account  it  is  the  building  that  suffers  the 
loss,  not  the  land. 

2 .  The  Valuation  of  Improved  Properties 

Many  people  involved  in  the  real  estate  market,  con¬ 
sider  an  improved  property  as  a  unit  which,  although  composed 
of  land  and  buildings,  seldom  changes  hands  on  the  basis  of  "so 
much  for  the  land  and  so  much  for  the  buildings."  Theoretically 
at  least  it  is  not  difficult  to  estimate  land  and  building  val¬ 
ues  separately.  The  fact  remains,  however,  that  property  val¬ 
uers  do  not  set  but  rather  INTERPRET  the  market.  It  must  be 
remembered  that  as  long  as  the  improved  property  is  worth  more 
than  the  land,  if  undeveloped,  the  buildings  continue  to  cont¬ 
ribute  to  value. 

Purchasers  in  the  real  estate  market  are  seldom  pre¬ 
pared  to  pay  for  future  potentials  that  have  not  been  physically 


demonstrated . 
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Present  and  Future  Use .  As  noted  earlier,  in  theory  the  . 
market  value  of  a  property  will  tend  towards  its  highest 
use  value.  By  tradition,  however,  assessment  practice  has 
emphasized  present  over  future  or  'highest  and  best'  use. 

The  reasons  for  this  emphasis  relate  both  to  the 
principle  of  equity,  and  to  the  practical  difficulties  of 
applying  highest  and  best  use  in  assessment  work.  For  ex¬ 
ample,  the  highest  use  of  an  old,  single-family  house  in  an 
area  dominated  by  new  apartment  buildings  is  likely  as  a 
future  site  for  an  apartment  building.  Assessing  exclusively 
on  the  basis  of  highest  and  best  use  might  mean  that  the 
house  in  this  case  is  valued  at  twice  the  amount  of  similar 
houses  in  other  locations.  In  like  fashion,  the  complexity 
of  deciding  whether  demand  is  sufficient  to  bring  an  exchange 
value  which  reflects  a  use  higher  than  what  presently  exists 
tends  to  make  highest  and  best  use  an  unrealiable  standard 
when  applied  to  large  numbers  of  properties. 

Under  the  current  Ontario  Assessment  Act  farm  pro¬ 
perties  are  valued  exclusively  on  the  basis  of  present  use. 
(Section  27(3) .)  For  other  classes  of  property  current  op¬ 
inion  suggests  that  emphasizing  present  over  future  use  does 
not  mean  that  the  concept  of  highest  and  best  use  should  be 
ignored  altogether.  According  to  the  Smith  Report,  for  ex¬ 
ample,  "present  use  is  of  prime  importance  under  a  system  of 
yearly  valuation  for  tax  purposes.  On  the  other  hand,  if 
market  value  is  to  serve  as  the  prime  determinant  of... value 
...then  the  assessor's  valuation  is  bound  to  make  some  allow¬ 
ance  for  both  the  present  use  and  the  highest  and  best  use 
attainable  for  a  property  within  a  reasonable  time  span." 
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THE  MARKET 


Market  Value.  Market  value  is  exchange  value.  (See  Judicial 
Definitions  of  Actual  Value  below.) 

The  present  Ontario  Assessment  Act,  describes  "the  market 
value  of  land"  as  "the  amount  that  the  land  might  be  expected 
to  realize  if  sold  in  the  open  market  by  a  willing  seller  to 
a  willing  buyer"  (Section  27(2)  .) 

As  value  in  exchange,  market  value  reflects  a  mass 
opinion  about  the  worth  of  one  good  in  terms  of  another.  Sim¬ 
ilarly,  it  rises  and  falls  in  response  to  changes  in  the  cond¬ 
itions  of  supply  and  demand.  In  like  fashion,  where  markets 
are  completely  open,  the  market  value  of  a  given  property  will 
tend  towards  its  highest  use  value. 

Judicial  Definitions  of  Value 


The  judiciary  have  generally  been  reluctant  to  de¬ 
fine  value  for  the  assessor,  but  the  "Sun  Life"  case  has  pro¬ 
vided  the  precedent  for  most  assessment  cases  since  1950.  The 
following  statements  by  Mr.  Justice  Taschereau  and  Mr.  Justice 
Estey  summarize  the  concept  of  actual  value  used  in  the  decision 
handed  down  in  that  case. 

"In  the  case  of  municipal  assessment  it  is  the  'real  value' 
or  'actual  value'  that  has  to  be  considered ...  .The  real 
value  is  the  'market  value'  or  'value  in  exchange'  and  in 
order  to  ascertain  it,  one  must  necessarily,  even  if  there 
has  been  no  sale  of  the  building,  try  and  find  what  would 
be  the  price  in  the  open  market." 

Sun  Life  v.  City  of  Montreal,  (1950)  S.C.R.  220  per  Taschereau, 

J.  at  240  and  244-5. 

"It"  (actual  value)  "means  exchangeable  value-the  price  which 
the  subject  will  bring  when  exposed  to  the  test  of  competition." 
Lord  Advocate  v.  Earl  of  Home  (1891)  28Sc.  LR  289  per  Lord 

McCallum  283. 

cited  by 

Estey,  J.  in  Sun  Life  v.  City  of  Montreal,  (1950) S  .C  .R .  220  at  252. 
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Recently,  these  decisions  have  been  reaffirmed  by  the  Supreme 
Court  of  Canada  decision  in  the  case  of  "Office  Specialty" 
(October  1974)  . 

Market  Value  as  Most  Likely  Sale  Price.  Market  value  is  a 
relatively  'objective'  standard  of  valuation.  Since  money 
values  or  sale  prices  tend  to  reflect  ratios  of  exchange  among 
different  goods  and  services,  sale  prices  tend  to  reflect  mar¬ 
ket  values.  Although  market  price  cannot  be  indiscriminately 
equated  with  market  value,  it  provides  a  reliable  guide  that 
is  independent  of  opinions  held  by  people  in  the  valuation 
process . 

In  real  property  valuation,  differences  between  sale 
prices  and  market  values  are  associated  with  imperfections  in 
real  property  markets.  Roughly  speaking,  a  completely  perfect 
market  would  set  identical  prices  for  identical  goods  or  ser¬ 
vices.  Or,  if  real  property  markets  were  perfect,  at  any  one 
time  five  identical  houses  in  the  same  area  would  all  sell  for 
the  same  price.  In  practice  real  property  markets  tend  to  set 
a  range  of  similar  prices  for  similar  properties,  rather  than 
a  single  amount. 

TABLE  1 


Sales  of  Similar  Single-Family  Dwellings 

Town  of  S treetsvil le ,  Area  4,  July-October ,  1968 


No. 

Lot  Size 
( feet) 

Bldg  . 
Type 

Building 

Size 

(sq.  feet) 

Year 

Built 

Sale 

Price 

138 

62 

X  125 

C6A 

1280 

1956 

$25000 

140 

62 

X  140 

C6A 

1280 

1956 

$25200 

139 

62 

X  125 

C6A 

1280 

1956 

$26900 

137 

62 

X  14  2 

C6A 

1280 

1956 

$27500 

143 

62 

X  125 

C6A 

1280 

1956 

$27500 

145 

60 

X  125 

C6A 

1280 

1956 

$27500 

142 

62 

X  125 

C6A 

1280 

1956 

$28800 

SOURCE: 

1969  Equalization  Data  and  Peel  County  Appraisal  Cards 

Ontario  Ministry  of 

Revenue . 

TABLE  2 


Sales  of  Similar  Single-Family  Units 

Township  of  Chinguacousy ,  Area  2,  July-October ,  1968 

No. 

Lot  Size 
( feet) 

Bldg. 

Type 

Building 

Size 

(sq.  feet) 

Year 

Built 

Sale 

Price 

8 

37  X  106 

C6S/S 

1113 

1961 

$19300 

15 

34  X  107 

C6S/S 

1113 

1961 

$19500 

45 

31  X  114 

C6S/S 

1113 

1961 

$20300 

37 

38  X  105 

C6S/S 

1113 

1961 

$21500 

33 

30  X  98 

C6S/S 

1113 

1961 

$21900 

35 

33  X  102 

C6S/S 

1113 

1961 

$23500 

SOURCE:  1969  Equalization  Data  and  Peel  County  Appraisal  Cards, 

Ontario  Ministry  of  Revenue. 


The  idea  of  a  range  of  prices  is  illustrated  in  Tables 
1  and  2.  Study  of  the  tables  shows  that  although  in  some  inst¬ 
ances  the  similar  properties  in  each  group  sell  for  the  same  or 
almost  the  same  price,  taken  as  a  whole  'the  market'  in  both 
cases  sets  a  range  of  prices  rather  than  a  single  amount.  Look¬ 
ing  at  the  tables  more  closely,  it  seems  likely  that  if  a  comp¬ 
arable  unsold  property  were  to  sell  shortly  after  the  given  time 
period,  chances  are  that  it  would  tend  to  bring  a  price  closer 
to  prices  at  the  middle  of  the  range  than  to  those  at  either  end. 
On  this  basis  market  value  is  not  any  sale  price,  but  most  likely 
sale  price,  or  the  price  at  which  a  sale  is  most  likely  to  occur. 

We  can  put  this  idea  in  a  slightly  different  way  by 
saying  that  actual  sale  prices  only  tend  towards  market  value. 
Consequently  most  likely  sale  price  is  the  best  estimate  of  mar¬ 
ket  value  that  imperfect  real  estate  markets  allow  us  to  make. 

Or,  if  real  estate  markets  were  perfect  they  would  set  a  single 
price  for  similar  properties.  Chances  are  that  this  single  per¬ 
fect  price  would  be  identical  to  the  most  likely  sale  price  set 
by  real  estate  markets  in  their  imperfect  state. 
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Value  and  Price. 

The  economist's  concept  of  value,  which  measures 
value  in  terms  of  the  rate  at  which  one  commodity  exchanges 
for  another,  is  not  appropriate  for  assessors.  They  require 
a  measure  of  value  that  is  made  in  terms  of  a  common  standard. 
Economists  have  encountered  the  same  difficulty  with  the  con¬ 
cept  of  value  and  have  adopted  money  as  the  common  standard 
by  which  value  can  be  measured.  This  measure  of  value  can  be 
expressed  by  the  price,  in  terms  of  money,  that  a  commodity 
commands  in  the  market  place. 

In  view  of  the  use  of  money  as  a  medium  of  exchange, 
there  is  another  definition  of  value  that  might  be  used: 

The  value  of  a  commodity  is  the  price,  in  terms  of  a 
medium  of  exchange,  that  commodity  is  able  to  command 
in  the  market  place. 

For  our  purposes,  price  can  be  defined  as  follows: 

Price  is  the  revenue,  generally  expressed  in  terms  of 
money,  that  the  owner  of  a  commodity  receives  from  the 
sale  of  one  unit  of  the  commodity. 

In  other  words,  price  is  the  amount  of  money  that 
expresses  the  value  in  exchange  of  a  commodity.  Economists 
regard  price  as  the  best  measure  of  value.  Since  it  is  more 
concrete  and  more  easily  ascertained  than  value,  it  can  be 
more  readily  adapted  to  economic  analysis. 

Market 

To  an  economist,  a  market  has  two  possible  meanings. 

It  may  be  an  organization,  not  necessarily  formally  established, 
where  prospective  buyers  and  sellers  are  in  contact  to  exchange 
commodities.  Alternatively,  an  economist  may  regard  a  market 
as  the  area  over  which  this  organization  extends  or  where  its 
influence  is  predominant.  We  are  concerned  here  with  the  first 
meaning . 
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Markets  for  various  commodities  have  evolved  over 
time  and  their  development  has  been  influenced  by  the  nature 
of  the  commodity  being  traded.  Nevertheless,  there  are  certain 
criteria  by  which  the  differences  and  similarities  among  var¬ 
ious  markets  can  be  evaluated.  The  more  important  of  these 
are : 


(i)  The  number  of  buyers  and  sellers; 

(ii)  The  nature  of  the  commodity  being  traded; 

(iii)  The  degree  of  contact  between  buyers  and  sellers; 

(iv)  The  information  available  to  the  buyers  and  sell¬ 
ers  about  the  commodity  and  about  substitutes  for  it; 

(v)  The  freedom  of  entry  into,  or  exit  from,  the  market. 

In  an  attempt  to  illustrate  the  characteristics  of 
any  market  more  clearly,  economists  have  developed  the  concept 
of  a  perfect  market.  A  perfectly  competitive  market,  when  de¬ 
fined  in  terms  of  these  criteria,  must  meet  the  following  set 
of  conditions: 

(i)  There  is  a  sufficiently  large  number  of  buyers  and  sell¬ 
ers  to  ensure  that  an  individual  transaction  does  not 
influence  the  price  or  otherwise  affect  the  conditions 
under  which  other  transactions  are  made.  Each  dealer 
(buyer  or  seller)  in  the  market  must  accept  the  market 
price  as  he  finds  it; 

(ii)  The  commodi ties  traded  by  each  dealer  are  identical  or 
sufficiently  standardized  that  a  consumer  obtains  the 
same  benefits  from  the  commodity  regardless  of  where  he 
purchases  it; 

(iii)  There  is  sufficiently  close  contact  between  buyers  and 
sellers  that  any  changes  in  price  are  immediately  comm¬ 
unicated  among  all  dealers  in  the  market.  Each  dealer 
can  buy  or  sell  in  large  or  small  amounts  at  a  uniform 

price ; 

(iv)  Each  dealer  is  aware  of  any  and  all  information  pertain¬ 
ing  to  the  commodity  and  of  any  substitute  products. 

This  condition  ensures  that  prices  change  quickly  in  re¬ 
sponse  to  any  changes  in  supply  or  demand; 

(v)  There  are  no  restrictions  on  the  entry  into,  or  exit 

from,  the  market.  This  condition  ensures  that  if  excess 
profits  or  losses  result  from  changed  market  conditions, 
they  will  be  rapidly  removed  by  changes  in  the  number  of 
dealers . 
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In  its  pure  state,  a  perfectly  competitive  market 
is  non-existent;  however,  the  markets  for  certain  agricultural 
products  and  for  personal  services  may  approach  the  hypothe¬ 
tical  perfectly  competitive  market. 

Market  Identification  for  Valuation 

In  recent  years  there  has  been  an  increasing  recog¬ 
nition  among  appraisers  that  market  sales  data  is  the  best 
evidence  of  market  value.  At  the  moment,  however,  there  is 
still  a  need  to  approach  the  data  in  a  systematic  manner,  ra¬ 
ther  than  using  it  on  an  'ad  hoc'  basis  for  checking  the  qual¬ 
ity  of  non-market  valuation  techniques  or  as  an  intuitive 
guide  to  the  valuation  of  'comparable'  properties.  A  portion 
of  this  lesson  will  be  concerned  with  an  examination  of  one 
of  the  possible  methods  by  which  market  data  may  be  organized, 
in  this  case  on  the  basis  of  arguments  drawn  from  economic 
theory,  to  provide  a  systematic  system  of  real  property  valua- 

4-  •  2 

tion . 

The  theoretical  model  of  perfect  competition  which 
has  been  discussed  above,  is  the  basis  of  the  'market  identi¬ 
fication'  approach  to  valuation.  In  the  theoretical  model  the 
extent  of  an  individual  market  is  limited  by  a  triple  constraint, 
namely;  that  the  product  is  homogeneous,  that  the  product  sells 
at  an  identical  price,  and  that  the  product  is  sold  within  a 
given  time  period.  In  other  words  a  market  is  restricted  to  the 
exchange  of  an  identical  product  at  an  identical  price  at  the 
same  moment  in  time . 

The  value  from  the  viewpoint  of  assessment,  of  being 
able  to  identify  'identical'  properties  and  hence  being  able  to 
identify  individual  property  markets  is  fairly  obvious.  If  it 


Multiple  regression  analysis  is  another  possible  approach,  a 
subject  discussed  in  Lesson  Three  -  An  Introduction  to  the 
Comparable  Sales  Method  of  Valuation. 
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is  possible  to  determine  empirically  from  the  data  each  pro¬ 
perty  market,  then  all  that  would  be  required  to  value  all 
properties  is  one  sale  in  each  of  the  markets.  Unfortunate¬ 
ly,  insofar  as  the  markets  do  not  act  perfectly  then  this 
process  will  be  somewhat  more  difficult.  Before  these  diff¬ 
iculties  are  considered,  however,  it  is  intended  to  examine 
the  nature  of  the  theoretical  market  constraints. 

'Identical  prices'  and  'exchange  at  the  same  moment 
in  time'  are  fairly  straightforward  ideas,  in  theory  at  least, 
whereas  a  definition  of  precisely  what  is  meant  by  the  term 
'identical'  property  is  somewhat  more  complicated. 

The  obvious,  and  as  it  happens  erroneous,  approach 
is  to  consider  properties  identical  only  if  they  possess  the 
same  physical  characteristics.  Since  no  two  properties  can 
simultaneously  occupy  the  same  location  this  would  result  in 
an  absurd  situation  whereby  there  would  be  the  same  number  of 
markets  as  there  are  properties.  Fortunately,  as  has  been  men¬ 
tioned  previously,  this  interpretation  of  the  constraint  is  over- 
restrictive.  'Identical'  in  this  context  requires  only  that  the 
properties  be  identical  with  respect  to  those  characteristics 
which  have  an  influence  on  price,  which  in  the  case  of  commer¬ 
cial  properties  for  example  could  mean  income  rather  than  phy¬ 
sical  characteristics. 

As  an  example  of  what  is  meant  by  the  phrase  ' those 
factors  which  have  an  influence  on  price'  consider  the  case  of 
two  properties  each  possessing  identical  physical  characteristics 
(and  income)  with  the  exception  that  one  has  a  blue  roof  and  the 
other  a  red  roof.  If  the  colour  of  the  roof  has  an  influence  on 
the  price  a  consumer  is  prepared  to  pay  for  the  property,  then 
the  two  properties  cannot  be  considered  identical.  If,  on  the 
other  hand,  as  one  might  expect,  the  colour  of  the  roof  has  no 
influence  on  the  price  a  consumer  is  prepared  to  pay,  then  both 
properties  may  be  considered  identical  and  will  fall  into  the 
same  market. 
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However,  we  know  that  identical  properties  do  not  exchange 
for  identical  prices  for  a  number  of  reasons,  which  include  imper¬ 
fect  knowledge,  discriminatory  monopolistic  and  monopsonostic 
powers  of  sellers  and  buyers  and  institutional  rigidities.  Never¬ 
theless,  as  long  as  the  market  shows  a  tendency  towards  competition 
then  there  is  some  reason  for  hoping  that  the  market  may  be 
subjected  to  empirical  analysis  on  the  basis  of  the  market  con¬ 
straints  of  the  perfectly  competitive  model. 

Before  continuing  with  a  breakdown  of  the  real  property 
market  it  would  probably  be  prudent  at  this  point  to  have  a  look 
at  the  various  market  impediments  which  mitigate  against  producing 
perfect  results.  In  practice  rather  than  setting  identical  prices 
for  identical  products  the  real  estate  market  sets  similar  prices 
for  similar  properties  at  approximately  the  same  time,  (and  to 
introduce  a  further  constraint)  at  approximately  the  same  place. 

Similar  Prices 

One  of  the  assumptions  of  perfect  competition  requires 
that  both  buyers  and  sellers  have  perfect  knowledge  of  all  rele¬ 
vant  market  information.  In  the  real  world  information  is  not 
always  readily  available  to  buyers  or  sellers  and  may  prove  expensive 
to  acquire.  Thus  it  is  possible  for  the  buyer  or  the  seller  to  be 
unaware  of  the  prices  of  similar  alternative  properties  and  hence 
make  a  purchase  or  sale  at  a  price  different  than  the  market  price. 

Similar  Properties 

In  markets  where  the  number  of  similar  properties  is 
small  then  the  chances  of  buyers  and  sellers  having  access  to 
similar  properties  to  use  as  bench  marks  for  their  individual 
decisions  are  reduced.  In  turn  this  will  result  in  a  greater 
likelihood  that  different  prices  will  be  established  for  similar 
properties . 

Generally  properties  are  similar  if  they  are  alike  with 
regard  to  characteristics  that  have  an  important  influence  on  price 
or  value.  Or,  since  people  make  value,  properties  are  similar  if 
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they  are  alike  with  regard  to  characteristics  that  buyers- and 
sellers  regard  as  important.  For  example,  two  houses  which  are 
alike  except  for  different  colours  on  the  front  door  can  be 
treated  as  virtually  identical,  since  buyers  will  seldom  regard 
the  colour  of  the  front  door  as  important  enough  to  influence  the 
price  that  they  are  willing  to  pay  for  a  house. 

The  Time  Dimension  -  Similar  Time 

Determining  the  actual  time  duration  of  a  market  period 
may  be  a  problem,  although  not  an  insurmountable  one,  particularly 
since  there  is  a  tendency  for  different  markets  to  have  different 
market  periods.  Empirical  evidence  derived  from  the  study  of 
market  data  for  Ontario,  would  seem  to  suggest  that  for  residential 
markets  the  time  period  within  which  prices  tend  to  remain  stable 
has  a  maximum  duration  of  between  six  and  twelve  months.  In 
addition  it  has  also  been  noted  that  the  more  active  the  market, 
that  is  the  more  properties  that  are  bought  and  sold  within  a  given 
time  period,  the  shorter  the  market  period  is  likely  to  be. 

In  property  tax  assessment  it  is  important  to  isolate 
time  periods  during  which  the  money  prices  of  similar  properties 
are  relatively  stable.  For  example,  if  we  estimate  the  value  of 
small  bungalows  in  a  given  place  at  $40,000  and  the  value  of  large 
split  levels  at  $38,000,  we  should  ensure  that  this  difference  in 
price  reflects  differences  in  the  properties  alone,  and  not 
differences  in  the  time  at  which  they  might  be  bought  or  sold. 

To  do  this  we  attempt  to  'hold  time  constant',  by  studying  markets 
only  for  periods  during  which  we  might  expect  little  variation  in 
price  as  a  consequence  of  time. 

The  Spatial  Dimension  -  Places  and  Prices 

At  a  given  time,  the  prices  of  similar  properties  will 
vary,  depending  on  the  geographic  region  or  centre  in  which  they 
are  located.  For  example,  in  1969  the  average  price  of  houses  in 
Metropolitan  Toronto  was  about  $28,000,  while  the  average  price  of 
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houses  in  the  City  of  Oshawa  was  about  $23,000.  As  in  the-  case  of 
time,  it  is  important  to  isolate  geographic  regions  or  market  areas, 
over  which  the  prices  of  similar  properties  are  relatively  stable. 

In  property  tax  assessment  market  areas  are  often  defined 
according  to  the  geographic  boundaries  of  municipal  governments. 

This  practice  makes  considerable  sense  where  assessment  is  a 
municipal  function,  and  the  greatest  area  that  a  given  valuation 
staff  covers  is  a  single  municipality.  In  a  larger  context,  however, 
there  is  nothing  to  suggest  that  governmental  boundaries  will  always 
coincide  with  the  market  areas  drawn  by  the  behaviour  of  buyers  and 
sellers.  Governmental  boundaries  can  have  considerable  influence, 
since  they  often  delimit  spaces  within  which  high  levels  of  munici¬ 
pal  services  and  other  amenities  are  confined.  Yet  market  areas 
often  cut  across,  overlap,  and  combine  municipal  boundaries  in  a 
variety  of  complicated  ways.  In  practice  only  good  local  knowledge, 
rooted  in  regular  study  of  market  activity,  will  provide  a  reason¬ 
able  indication  of  market  boundaries  at  any  one  time. 

As  a  useful  generalization  it  may  be  noted  that  the 
smaller  urban  areas  usually  comprise  a  single  market  and  their 
political  boundaries  may  often  be  taken  as  the  extent  of  the  mar¬ 
ket  area.  In  the  case  of  large  cities,  however,  the  problem  is 
somewhat  more  complex  since  there  may  well  be  more  than  one  market 
area  within  the  political  boundary. 
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CLASSIFICATIONS  OF  REAL  PROPERTY  MARKETS 


Real  property  markets  are  often  divided  into  several 
general  classes,  on  the  basis  of  the  use  to  which  individual 
properties  are  put.  In  theory  we  might  classify  real  property 
markets  on  the  basis  of  any  of  the  four  components  of  markets. 

In  practice  classification  is  usually  based  on  similarity  in 
general  property  use,  since  this  has  proved  the  most  effective 
approach  for  real  property  valuation. 

If  a  market  is  similar  prices  for  similar  properties 
at  roughly  the  same  time  and  place,  classification  by  general 
property  use  can  be  looked  on  as  a  division  into  groups  of  sim¬ 
ilar  markets.  For  example,  we  might  identify  a  market  for  small, 
post-war  bungalows  in  an  eastern  city,  or  a  market  for  large, 
'executive'  homes  in  a  western  town.  In  a  broader  sense  both 
markets  can  be  treated  as  part  of  the  general  class  of  'residen¬ 
tial  markets'.  Similarly,  we  might  identify  a  market  for  small 
retail  stores  in  a  large  city,  or  a  market  for  large  shopping 
centres  in  one  part  of  the  province.  Both  markets  in  this  case 
can  be  treated  as  part  of  the  general  class  of  'commercial  mar¬ 
kets  '  . 

Markets  for  Vacant  Land.  By  tradition  the  general  class  of  real 
property  markets  associated  with  the  lowest  prices  involves  mar¬ 
kets  for  bare  or  'vacant  land'.  In  practice  this  is  sometimes 
a  misleading  tradition.  In  the  first  place  bare  land  is  usually 
bought  with  the  intention  of  putting  it  to  some  use,  and  where 
a  parcel  of  vacant  land  is  especially  suited  to  a  highly  product¬ 
ive  use  it  might  bring  a  greater  price  than  some  properties  which 
have  been  built  on  or  improved.  Second,  vacant  land  is  sometimes 
subject  to  heavy  speculative  pressure,  especially  in  areas  surr¬ 
ounding  urban  centres,  and  this  might  push  prices  above  the  prices 
of  some  improved  properties  beyond  the  speculative  zone. 
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Markets  for  vacant  land  take  many  different  forms, 
and  this  makes  it  difficult  to  generalize  about  their  behaviour 
successfully.  For  example,  where  vacant  land  is  subdivided  and 
sold  for  'estate  lots'  or  recreational  retreats,  the  resulting 
market  is  often  quite  efficient,  with  every  lot  selling  for  vir¬ 
tually  the  same  price.  On  the  other  hand,  markets  for  vacant 
land  in  the  urbanizing  areas  surrounding  major  centres  are  often 
quite  erratic,  with  rapid  fluctuations  in  prices,  and  little 
consistency  in  the  pricing  of  what  appear  to  be  comparable  par¬ 
cels  of  land. 

Farm  Markets .  Farm  or  agricultural  land  markets  provide  the 
clearest  case  of  the  relation  between  the  productivity  of  land 
and  its  price  or  market  value.  In  simple  terms  some  parcels 
of  land  are  more  suited  to  agricultural  activity  than  others, 
and  capability  for  agricultural  use  is  the  most  important  single 
factor  associated  with  the  value  of  farm  land. 

Farm  markets  which  involve  the  exchange  of  farm  prop¬ 
erties  for  agricultural  use  are  relatively  efficient,  although 
properties  that  appear  comparable  at  first  often  prove  to  be 
quite  different  on  closer  inspection.  For  this  reason  success¬ 
ful  analysis  of  farm  markets  requires  a  rudimentary  understanding 
of  agricultural  soils,  and  a  general  familiarity  with  the  char¬ 
acter  of  farm  life. 

Since  the  Second  War  the  operation  of  farm  markets  in 
Ontario  has  been  complicated  by  the  increasingly  rapid  conversion 
of  land  from  rural  to  urban  use,  and  by  a  growing  tendency  on  the 
part  of  urban  dwellers  to  buy  declining  farms  for  recreational 
purposes.  As  a  general  rule,  sale  prices  of  farms  close  to  large 
urban  centres  reflect  an  anticipation  of  urban  development,  and 
do  not  represent  the  value  of  land  for  farm  purposes.  Similarly, 
farms  in  declining  rural  areas  bought  by  non-farmers  tend  to  dis¬ 
tort  the  pricing  patterns  of  adjacent  farms  sold  for  agricultural 


use  . 
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Residential  Markets.  In  most  parts  of  Ontario  residential 
markets  form  the  largest  general  class  of  real  property  mar¬ 
kets,  both  by  number  of  properties  and  by  total  value.  Simil¬ 
arly,  if  we  include  all  multi-family  dwellings  in  the  general 
residential  class,  on  the  average  residential  properties  make 
up  between  60  to  70%  of  all  properties  in  Ontario  by  total 
value,  and  a  much  larger  proportion  if  we  count  by  individual 
properties.  If  we  exclude  multi-family  dwellings  the  percen¬ 
tage  falls  slightly  but  on  the  average  residential  properties 
still  make  up  the  largest  single  class  throughout  the  province. 

In  most  cases  residential  markets  are  more  efficient 
than  markets  for  other  classes  of  property.  At  the  same  time, 
within  the  general  residential  class  some  markets  work  better 
than  others.  Roughly  speaking  markets  for  properties  towards 
the  middle  of  the  residential  price  range  are  more  efficient 
than  markets  for  properties  at  the  high  or  low  extremes .  Con¬ 
sequently  value  estimates  for  medium-priced  properties  are  both 
easier  to  make  and  more  reliable  than  estimates  for  very  low 
or  very  high-priced  properties. 

In  the  last  decade  strong  demand  for  housing,  linked 
with  the  high  cost  of  land  in  major  population  centres,  has 
fostered  several  new  forms  of  residential  accommodation,  and 
promoted  various  innovations  in  older,  more  accepted  forms.  For 
example,  in  Metropolitan  Toronto  condominiums  and  town  houses 
are  making  substantial  inroads  on  the  position  of  bungalows, 
split-levels,  storey  and  a  half,  and  two-storey  houses  as  the 
traditional  accommodation  of  'average  people'.  In  like  fashion 
different  types  of  pre-f abr icated  traditional  houses  are  becom¬ 
ing  popular  in  middle-sized  and  smaller  centres,  where  land  costs 
are  not  so  high.  These  innovations  have  introduced  a  tendency 
towards  changing  forms  of  residential  accommodation,  and  this 

tendency  is  likely  to  become  more  important  in  the  future. 
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Commercial  Markets.  Commercial  markets  involve  propertieLS 
used  for  retail  sales,  wholesale  distribution,  office  space, 
and  similar  activities.  As  a  rule,  apartment  buildings  are 
also  included  in  the  commercial  class,  although  small,  multiple- 
occupancy  dwellings  like  triplexes  and  duplexes  are  usually 
treated  as  residential  properties.  This  last  distinction  is 
a  conventional  rather  than  a  logical  one,  and  exact  dividing 
lines  vary  according  to  the  preferences  of  people  in  valuation 
work . 

Commercial  markets  often  involve  'income  properties', 
owned  by  investors  and  leased  to  tenants  for  varying  lengths 
of  time.  When  this  is  the  case  the  most  important  single  fac¬ 
tor  associated  with  price  or  market  value  is  the  income  that 
a  property  will  produce  for  its  owner. 

As  a  rule  commercial  markets  are  less  efficient  than 
residential  markets,  especially  in  cases  where  leasing  arrange¬ 
ments  complicate  the  price-setting  process.  Similarly,  buyers 
of  commercial  properties  are  sometimes  motivated  by  special 
considerations  regarding  matters  like  tax  advantage,  and  this 
tends  to  distort  the  operation  of  commercial  markets  as  mech¬ 
anisms  for  the  exchange  of  real  property  alone. 

Some  very  large  commercial  properties  are  highly  un¬ 
ique.  Any  sale  in  which  they  are  involved  is  likely  to  be  com¬ 
plex  and  unusual.  These  properties  present  special  valuation 
problems,  since  the  lack  of  reliable  market  evidence  makes  it 
difficult  to  judge  the  accuracy  of  value  estimates. 

Industrial  Markets .  Industrial  markets  involve  properties  used 
for  some  form  of  manufacturing  or  the  processing  of  raw  materials. 
They  range  from  markets  for  smaller  'light  industrial'  properties, 
which  are  often  leased  or  rented,  to  very  tenuous  'markets'  for 
large  properties  which  are  usually  developed  for  a  special  class 
of  business . 

Although  markets  for  smaller  industrial  properties 
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sometimes  work  comparatively  well,  there  is  a  sense  in  which 
markets  for  very  large  industrial  properties  are  virtually 
non-existent.  For  example,  there  is  little  demand  for  large 
automobile  factories  or  complex  steel  works,  since  few  people 
require  this  type  of  facility.  As  in  the  case  of  large  comm¬ 
ercial  properties,  very  large  industrial  properties  present 
special  valuation  problems,  complicated  by  a  lack  of  meaning¬ 
ful  criteria  on  which  to  judge  the  accuracy  of  value  estimates. 

In  smaller  urban  centres  even  small,  light-industrial 
properties  tend  to  have  limited  markets,  since  the  potential 
for  new  industrial  activity  is  limited.  Problems  of  this  sort 
seldom  exist  in  larger  centres,  especially  where  light  indust¬ 
rial  properties  are  owned  by  investors  and  leased  for  relative¬ 
ly  short  terms.  As  in  the  case  of  commercial  properties,  where 
industrial  properties  are  leased  the  most  important  single  fac¬ 
tor  associated  with  their  price  or  market  value  is  the  income 
that  they  produce  for  owners. 

Before  the  Second  War  most  industrial  properties  in 
Ontario  were  located  in  the  central  cores  of  towns  and  cities, 
close  to  major  railway  routes  and  to  the  houses  of  industrial 
workers.  Since  the  Second  War  the  proliferation  of  the  auto¬ 
mobile  and  improvements  in  highway  construction  have  encouraged 
many  industries  to  locate  in  suburban  areas.  Generally  lower 
land  costs  in  the  suburbs  have  made  it  possible  to  construct 
single-storey  buildings,  which  avoid  the  costly  and  inconvenient 
freight  elevators  required  in  older,  multi-storey  plants.  In 
very  large  urban  centres  older  industrial  buildings  in  city  cores 
are  more  likely  to  sell  for  alternative  uses  like  warehousing  or 
discount  retail  sales,  rather  than  for  their  designed  industrial 
use . 

Seasonal  Dwellings,  Special-Purpose  Properties,  and  Converted 

Units .  Some  minor  classes  of  real  property  markets  exhibit 


unusual  features,  and  others  present  difficult  valuation  problems. 


26 


For  example,  in  markets  for  seasonal  dwellings  there  is  often 
a  great  deal  more  geographic  separation  between  buyers  and 
sellers,  or  between  both  buyers  and  sellers  and  actual  prop- 
erties,  than  in  related  classes  of  markets.  A  market  for  lux¬ 
ury  cottages  in  Muskoka  might  be  'in'  Toronto,  or  a  market  for 
hunting  lodges  in  Northern  Ontario  might  be  'in'  several  Am¬ 
erican  cities.  Consequently  the  lack  of  a  'local'  market  for 
seasonal  dwellings  will  not  tend  to  depress  prices,  as  it  will 
in  the  case  of  more  'permanent'  residential  properties. 

Special-purpose  properties  (hospitals,  universities, 
very  large  industrial  plants)  present  difficult  valuation  pro¬ 
blems,  largely  because  they  are  virtually  without  markets.  Or, 
if  a  special-purpose  property  does  sell  it  will  likely  be  for 
an  alternative  use.  Even  if  special-purpose  properties  sell 
for  their  designed  use,  they  are  often  so  unique  that  the  poss¬ 
ibility  of  comparison  does  not  exist.  As  a  rule,  these  problems 
mean  that  any  estimate  of  value  for  a  special-purpose  property 
is  bound  to  be  quite  arbitrary. 

"Conversions"  involve  properties  where  the  present  use 
is  different  from  the  designed  use.  For  example,  large,  old 
single  family  dwellings  are  often  divided  into  several  units  and 
used  as  multi-family  residences.  Similarly,  old  factories  in 
the  downtown  areas  of  larger  cities  are  often  converted  into 
warehouses,  theatres,  or  discount  retail  stores.  In  most  cases 
markets  for  converted  properties  are  different  from  markets  for 
similar  designed  units.  A  three  unit,  converted,  multi-family 
resident,  for  instance,  is  not  comparable  to  a  designed  triplex. 

Properties  Without  Markets  .  For  the  overwhelming  majority  of 


assessable  properties  market  value  provides  a  practical  valuation 
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standard  that  is  relatively  objective,  easily  understood-  by 
taxpayers,  and  consistent  with  the  effective  operation  of 
local  government.  For  obvious  reasons,  however,  it  is  vir¬ 
tually  impossible  to  estimate  the  market  value  of  properties 
that  are  never  likely  to  sell,  or  properties  for  which  no  mar¬ 
ket  exists.  For  example,  special-purpose  properties,  like 
hospitals  and  universities,  or  very  large  industrial  complexes, 
are  usually  'without  markets',  and  almost  never  sell  except  as 
land  suited  to  an  alternative  use. 

The  courts  have  provided  some  guidance  on  this  point 
by  noting  in  the  Sun  Life  Case  that  ' where ...  there  is  no  market 
for  the  building,  the  assessor  must  endeavour  to  arrive  object¬ 
ively  at  a  supposed  exchange  or  competitive  market  value.'  In 
practice,  this  decision  tells  us  little,  since  it  does  not  say 
exactly  what  an  'objective  or  supposed'  market  value  is.  In  the 
absence  of  more  helpful  court  decisions,  the  best  that  can  be 
done  with  non-marke table  properties  is  to  apply  current  valuation 
theory  in  the  most  consistent  and  reasonable  way  possible. 
Recently,  the  Supreme  Court  of  Canada  reaffirmed  the  Sun  Life  de¬ 
cision  in  the  Office  Specialty  case  (October  1974) : 

"...in  ascertaining  'actual'  or  'market'  value,  an  assessor 
has  to  regard  the  owner  as  a  possible  purchaser  or  estimate 
what  he  would  expend  on  a  building  to  replace  that  which  is 
being  valued."  Judson  J. 
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THE  RATIONALE  OF  TAXATION 


The  post-war  period  has  witnessed  a  steady  secular  growth 
in  expenditures  by  all  levels  of  Canadian  government.  This  does 
not,  however,  necessarily  indicate  a  desire  by  politicians  to  ex¬ 
pand  the  size  and  scope  of  government  activity  in  order  to  increase 
the  economic  and  political  power  of  government.  Rather,  it  reflects 
an  awareness  by  society  that  there  are  situations  in  which  the  free- 
market  system  is  not,  or  cannot  be,  the  most  efficient  method  of 
producing  and  distributing  goods  and  services.  It  is  for  this  rea¬ 
son  that  government  economic  activity  is  necessary. 

Private  Wants:  The  'Exclusion  Principle' 

The  free-market  mechanism  secures  an  optimal  allocation 
of  resources,  provided  that  certain  specific  conditions  are  satisfied.1 
These  conditions  are  satisfied  fairly  closely  over  wide  areas  of  ec¬ 
onomic  activity,  so  that  the  bulk  of  the  allocating  function  can  be 
left  to  the  forces  of  the  free-market.  On  the  other  hand,  circum¬ 
stances  arise  where  one  or  more  of  the  conditions  necessary  to  secure 
an  optimal  allocation  are  violated.  When  this  occurs,  the  forces  of 
the  free-market  cannot  secure  optimal  results.  Hence  the  necessity 
for  allocating  resources  by  government  decision. 

We  are  going  to  examine  how  the  violation  of  any  one  of 
these  conditions  necessitates  government  intervention  in  the  mar¬ 
ket,  and  from  this  provide  a  reasoning  for  taxation.  The  condition 
which  we  are  going  to  study  is  the  one  which  specifies  that  optimality 
can  only  be  achieved  if  the  goods  to  be  allocated  are  private  goods, 
that  is,  goods  whose  benefits  are  subject  to  the  'exclusion  principle'. 

The  exclusion  principle,  an  operational  concept,  applies  to 
transactions  where  the  nature  of  the  benefits  provided  by  a  particular 
good  or  service  are  such  that  the  consumer  is  excluded  from  enjoying 
the  benefits  of  that  good,  unless  he  is  both  willing  and  able  to  pay 

1The  allocation  of  goods  is  said  to  be  optimal  when  they  are  allocated 
in  such  a  way  that  it  is  impossible  to  re-distribute  the  goods  so 

that  one  consumer  can  be  made  better-off  without  making  another 
consumer  worse  off. 
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the  price  stipulated  by  the  owner.  As  an  example,  let  us  examine 
an  everyday  transaction  such  as  the  purchase  of  a  cup  of  coffee. 

Under  normal  circumstances,  unless  the  consumer  is  willing 
to  pay  15C  or  20C  demanded  by  the  seller,  he  is  automatically  ex¬ 
cluded  from  enjoying  the  benefits  of  that  cup  of  coffee.  This  is 
the  exclusion  principle  at  work,  and  as  you  may  have  noted  is  more  or 
less  a  reiteration  of  a  principle  propounded  by  several  familiar 
(and  erroneous)  phrases  to  the  effect  that  'what  you  don't  pay  for 
you  can't  have'.  In  the  language  of  economics  this  becomes  'an 
individual's  satisfaction  is  dependent  on  his  own  contribution'. 

Social  Wants 

Typically  the  majority  of  consumer  transactions  are  sub¬ 
ject  to  the  exclusion  principle.  There  is,  however,  a  group  of  goods 
and  services  which,  due  to  the  nature  of  the  benefits  they  provide, 
cannot  be  allocated  through  the  market  mechanism,  in  that  their  ben¬ 
efits  are  not  subject  to  the  exclusion  principle.  To  these  goods 
economists  have  given  the  pame  social  goods,  that  is,  goods  which 
satisfy  social  wants. 

In  order  for  a  good  to  qualify  as  a  social  good  the  benefits 
must  satisfy  two  necessary  conditions.  First,  the  benefits  must 
accrue  in  such  a  way  that  they  satisfy  the  principles  of  joint  con¬ 
sumption.  Second,  the  benefits  must  not  be  subject  to  the  exclusion 
principle . 

Joint  Consumption 

Joint  consumption  arises  where  the  benefits  of  consumption 
accrue  in  such  a  way  that  the  benefits  enjoyed  by  an  individual  are 
independent  of  other  consumer's  consumption.  For  example,  consider 
the  case  of  a  consumer  who  visits  the  cinema.  Once  inside  the  cin¬ 
ema  the  satisfaction  the  individual  receives  from  watching  the  film 
cannot  be  diminished  by  other  consumer's  enjoyment  of  the  film. 

In  other  words  by  watching  the  film  the  consumer  cannot  'use  up'  any 
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part  of  the  film  and  reduce  the  satisfaction  of  another  consumer. 

This  is  not  the  case  with  a  cup  of  coffee  where  the  act  of  con¬ 

sumption  automatically  excludes  any  other  consumers  from  enjoying 
the  benefits  of  the  coffee.  Nevertheless  joint  consumption  is  not 
enough  to  qualify  the  film  as  a  social  good.  A  film  is  still  a 
private  good,  one  reason  being  that  an  admission  price  can  be 
charged,  and  those  who  do  not  meet  it  can  be  excluded. 

To  qualify  as  a  social  good  joint  consumption  is  not  a 

sufficient  condition.  In  addition  to  joint  consumption  the  bene¬ 

fits  must  not  be  subject  to  the  exclusion  principle.  Consider,  for 
example,  a  social  good  such  as  National  Defence.  Clearly  the  ben¬ 
efits  are  jointly  consumed,  in  that  an  individual's  enjoyment  of  the 
benefits  does  not  reduce  the  benefits  of  other  consumers.  However, 
in  the  case  of  National  Defence'*'  the  consumer  is  able  to  enjoy  the 
benefits  of  the  good  whether  or  not  he  pays  for  them.  Thus  if  the 
Canadian  government  spends  $500  million  on  defence  every  Canadian 
enjoys  $500  millions  worth  of  defence,  irrespective  of  whether  or 
not  he  contributes. 

Since  the  individual  knows  that  he  cannot  be  excluded  from 
an  equal  enjoyment  of  the  benefits  if  he  does  not  pay,  that  is,  the 
benefits  are  independent  of  his  own  contribution,  then  they  cannot 
be  relied  on  to  engage  in  voluntary  payment.  Under  these  circums tances 
the  market  mechanism  does  not  function.  Hence  the  government  must 
step  in,  and  compulsorar i ly  allocate  goods  through  taxation. 

Merit  Wants 

As  you  may  have  noted,  the  preceding  list  of  social  wants 
is  not  a  comprehensive  list  of  the  whole  range  of  goods  and  services 
provided  by  the  government.  Closer  investigation  would  in  fact,  re¬ 
veal  that  the  government  spends  the  bulk  of  its  revenue  on  goods  and 


*Trom  a  group  which  includes  flood  control,  police  protection,  and 
the  administration  of  justice. 
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services  that  are,  strictly  speaking,  outside  the  field  of  social 
wants.  Education,  public  housing  and  health  services  are  all 
supported  to  some  extent  by  government  expenditures  and  yet,  they 
are  in  part  at  least,  private  goods  in  that  they  are  potentially 
subject  to  the  exclusion  principle. 

Education,  the  classic  example  of  a  merit  want,  can  be 
provided  through  the  market,  and  in  some  cases  still  is.  How, 
therefore,  are  we  able  to  justify  government  intervention  in  the 
market? 

The  answer  to  the  above  question,  lies  in  a  phenomenon 
economists  have  chosen  to  label  'externalities'.  Highways,  edu¬ 
cation  and  health  services  whilst  providing  direct  and  exclusive 
benefits  to  individuals  at  the  same  time  provide  benefits  (and  in 
some  cases  nuisances)  for  society  as  a  whole.  These  extra-indivi¬ 
dual  benefits  are  the  'externalities'. 

In  seeking  to  provide  an  example  of  'externalities'  let 
us  reconsider  education.^"  On  an  individual  basis  education  provides 
the  individual  with  an  exclusive  service  which  conceivably  will  in¬ 
crease  his  earning  potential.  There  are,  in  addition,  benefits  that 
society  is  able  to  enjoy,  in  that  it  is  often  suggested  that  an  ed¬ 
ucated  populace  provides  faster  economic  growth,  a  higher  standard 
of  living  and  a  more  enlightened  electorate. 

As  the  benefits  accruing  from  the  satisfaction  of  merit 
wants  are  indivisible,  that  is,  individual  benefits  are  indivisible 
from  society  benefits,  then  in  cases  where  optimum  individual  con¬ 
sumption  is  less  than  a  society's  optimum  consumption,  the  govern¬ 
ment  may  legitimately  encourage  the  individual  to  consume  to  the  limit 
of  social  optimality,  which  will  excede  the  individuals  optimum  con¬ 
sumption.  Under  normal  circumstances  this  will  take  the  form  of  a 
direct  subsidization  of  the  cost  of  the  merit  want. 

Note  that  education  to  some  extent  involves  joint  consumption. 
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We  have,  therefore,  two  clear  cases  where  capitalist  economics 
indicates  that  taxation  is  justifiable  -  in  the  case  of  a  social 
want  and  in  the  case  of  a  merit  want. 
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THE  RATIONALE  OF  LOCAL  TAXATION 


The  perogative  to  raise  tax  revenue  is  exercised  by  fed¬ 
eral,  provincial  and  municipal  governments.  This  section,  intends 
to  provide  an  explanation  for  this  multiplicity  of  tax  bodies,  and 
in  doing  so  thereby  provide  a  rationale  of  local,  i.e.  municipal 
taxation . 

Public  and  Private  Goods 

In  the  short-run,  under  conditions  of  full  employment 
there  is  a  definite  upper  limit  to  the  total  volume  of  goods  and 
services  that  an  economy  can  produce.  Thus,  any  improvement  in 
personal  living  standards  must  originate  in  an  improved  allocation 
of  potential  output,  rather  than  from  an  absolute  increase  in  the 
production  of  goods  and  services. 

It  was  indicated  previously  that  goods  and  services  can 
either  be  allocated  through  the  market  (private  goods),  or  by  gov¬ 
ernment  decision  (public  goods) .  In  order  to  achieve  an  optimum 
allocation,  and  thus  maximize  public  welfare,  it  is  necessary  to 
choose  a  mix  of  public  and  private  goods  in  a  manner  which  ensures 
that,  at  the  margin,  the  satisfaction  derived  from  a  small  increase/ 
decrease  in  the  amount  of  the  public  goods  is  equal  to  the  satis¬ 
faction  derived  from  a  small  decrease/increase  in  the  quantity  of 
private  goods.  Later  on  in  the  course  we  will  show  that  this  cri¬ 
terion  for  optimality  occurs  within  the  markets  for  public  and  pri¬ 
vate  goods  and  not  just  between. 

It  would  be  naive  to  assume  that  such  an  ideal  allocation 
can  ever  be  achieved.  It  is  considered  more  likely,  however,  that 
a  closer  approximation  to  optimality  will  result  if  public  expend¬ 
iture  decisions  are  made  at  the  most  appropriate  level  of  government. 
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Local  Autonomy  and  Fiscal  Responsibility 

Wants  and  needs  vary  between  individuals,  and  between 
groups  of  individuals.  In  some  instances  wants  are  nation-wide, 
as  is  the  case  with  National  Defence  or  the  administration  of  justice. 
In  other  cases,  especially  at  a  group  level,  wants  may  not  be  univ¬ 
ersal  but  may  vary,  often  on  a  regional  basis.  Where  they  do  vary 
on  a  regional  basis  the  reasons  are  usually  a  result  of  inter-regional 
differences  in  geographic  and  demographic  factors.  Some  areas  for 
example,  may  suffer  from  problems  of  flooding  and  this  requires  flood 
control  expenditures,  whereas  others  may  have  a  high  concentration 
of  young  people  and  this  requires  higher  education  expenditures. 

It  is  conceivable  that  a  diligent  federal  government  would 
be  able  to  express  and  interpret  the  preferences  of  individual  reg¬ 
ions.  It  is  more  likely,  however,  that  a  sub-ordinate  level  of  gov¬ 
ernment,  either  municipal  or  provincial,  would  be  more  responsive 
and  better  able  to  interpret  local  preferences  and  thereby  secure 
a  more  efficient  mix  of  public  and  private  goods. 

In  isolation,  local  autonomy  is  insufficient  to  secure  an 
optimal  mix  of  private  and  public  goods.  Optimality  is  only  possible 
when  local  autonomy  is  combined  with  local  fiscal  responsibility. 

This  is  the  case  when  residents  of  a  locality  are  free  to  choose  their 
public  expenditures,  but  must  finance  public  expenditures  from  local 
tax  revenues.  If  localities  can  consume  public  goods  without  this 
fiscal  constraint,  for  example,  by  shifting  the  costs  to  another 
group  of  tax  payers,  then  the  mix  they  choose  and  the  mix  of  other 
localities  will  be  sub-optimal. 

Benefit  Approach  and  The  Ability-To-Pay  Approach 

The  concept  of  fiscal  responsibility  accords  with  the  bene¬ 
fit  approach  to  taxation,  one  of  the  two  fundamental  approaches  to 
taxation  proposed  by  economists.  The  basic  thesis  of  the  benefit 
approach  is  that  optimality  in  consumption  can  only  be  achieved  if 
the  individual  or  group  receiving  the  benefits  of  public  expenditures 
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are  identified  and  pay  in  accordance  to  the  benefits  they  receive. 
The  alternative,  the  ability-to-pay  approach,  requires  that  an  ind¬ 
ividual's  contribution  should  be  based  on  his  ability-to-pay  rather 
than  on  the  benefits  he  receives. 

Both  of  the  theories  suffer  from  perhaps  insurmountable 
theoretical  defects.  Nevertheless  in  practical  terms,  group  expend¬ 
itures,  e.g.  local  expenditures,  are  usually  paid  for  on  a  benefit 
basis,  with  individuals  within  the  group,  paying  according  to  their 
ability-to-pay . 

To  sum  up  we  have:  local  autonomy  providing  the  where¬ 
withal  to  make  a  choice  that  more  closely  reflects  local  preferences 
and  fiscal  responsibility  through  local  taxation  providing  the  nec¬ 
essary  constraint  that  allows  for  an  optimal  outcome  to  the  choice 
between  public  and  private  expenditures. 
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REAL  PROPERTY  TAXATION  AND  THE  SOURCE  OF  LOCAL  FINANCES 


The  primary  purpose  of  taxation  is  to  raise  revenues  to 
fund  government  expenditures.^  Before  revenues  can  be  raised ,  how¬ 
ever,  the  government  must  find  a  'suitable'  unit  to  tax.  In  Canada, 
provinces'  and  municipalities'  powers  to  tax  are  restricted  by  the 
constitution.  Nevertheless  even  given  the  power  to  impose  alter¬ 
native  methods  of  taxation,  e.g.  on  income  tax  for  municipalities, 
it  is  unlikely  that  municipalities  would  be  able  to  propose  a  tax 
that  fits  the  'suitable  criteria',  listed  below,  as  adequately  as 
the  real  property  tax. 

(1)  It  must  be  sufficiently  flexible  to  allow  different 
local  authorities  to  impose  different  tax  rates  and  yet 
discourage  shifts  of  resources  from  high  to  low  tax  rates 
areas  . 

(2)  Changes  in  tax  rates  must  be  easily  administered  and  free 
of  delay. 

(3)  It  should  provide  a  tax  base  sufficiently  large  enough  to 
fund  local  expenditures. 

(4)  The  tax  should  meet  the  benefits  criteria  of  inter-group 
liability  i.e.  the  locality  receiving  the  benefits  should 
pay  for  them. 

(5)  Administration  and  compliance  costs  should  be  minimal. 

(6)  The  local  residents  and  their  representatives  should  be 
able  to  determine  the  exact  relationship  between  changes 
in  expenditures  and  changes  in  the  tax  rate. 

(7)  The  tax  must  be  acceptable  to  a  majority  of  the  population. 

The  above  list  is  not  all-inclusive,  if  anything  it  is 
biased  in  favour  of  real  property  taxation.  In  terms  of  what  is  in¬ 
cluded  in  the  list,  real  property  taxation  satisfies  most  of  the 
'suitability  criteria',  namely  points  two,  three,  four,  five  and  six. 


The  other  purposes  are  (1)  management  of  the  economy 

(2)  redistribution  of  wealth 
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However,  some  of  the  criteria  are  more  important  than  the"  others 
and  arguments  in  favour  of  real  property  taxation  rely  heavily  on 
the  fact  that  this  tax  satisfies  points  three  and  four. 

In  present  day  society,  improved  transport  and  commun¬ 
ications,  have  resulted  in  the  obsolescence  of  many  local  political 
alignments.  People  may  now  live  in  one  area,  work  in  another  and 
spend  their  money  in  a  third.  Under  these  circumstances  methods 
of  taxation,  other  than  the  real  property  tax,  may  provide  an  in¬ 
sufficient  tax  base.  If  we  consider  a  municipal  income  tax,  coll¬ 
ected  from  persons  and  paid  in  the  area  in  which  they  live,  then 
the  most  likely  result  of  this  is  a  more  than  sufficient  tax  base 
in  commuter  areas,  and  an  insufficient  tax  base  in  metropolitan 
areas,  which  usually  have  fewer  people  and  more  buildings.  The  re¬ 
verse  is  true  of  a  retail  sales  tax. 

Metropolitan  areas,  with  their  large  downtown  shopping 
areas,  benefit  from  a  sales  tax,  whereas  commuter  areas  with  a 
smaller  commercial  base  have  difficulty  in  raising  sales  tax  rev¬ 
enues.  This  problem  may  be  ameliorated  by  the  construction  of  sub¬ 
urban  shopping  areas,  but  as  long  as  downtown  shopping  practices 
persist,  then  the  sales  tax  will  remain  an  inappropriate  source  of 
local  government  revenue. 

In  terms  of  inter-group  tax  liabilities,  point  four,  real 
property  taxation  is  on  the  same  footing  as  a  municipal  income  tax 
but  superior  to  a  retail  sales  tax. 

A  municipal  income  tax  because  it  levies  a  tax  on  persons 
living  within  the  boundaries  of  the  taxing  authority,  cannot  result 
in  tax-burden  being  imposed  on  residents  outside  the  area.  On  the 
other  hand  a  retail  sales  tax  accrues  to  the  municipality  in  which 
the  sales  occur.  Thus  if  Toronto  imposes  a  sales  tax  and  residents 
of  other  communities  choose  to  shop  in  Toronto,  the  taxes  they  pay 
support  expenditures  that  are  only  of  benefit  to  residents  of  Toronto 

Real  property  taxation  not  only  accords  with  the  inter¬ 


group  benefit  principle,  but  also  with  intra-group  benefit  principles 
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When  real  property  taxation  was  initially  introduced,  proponents 
of  the  system  cited  the  fact  that  it  raised  taxes  within  the  mun¬ 
icipality  according  to  the  benefits  received,  as  an  argument  in 
its  favour.  Roads,  sewers  and  other  services  were  of  direct  ben¬ 
efit  to  real  property  and  thus  real  property  should  shoulder  the 
payment  according  to  the  benefits  received.  Recent  changes  in  the 
relative  expenditures  of  local  government  on  services  that  benefit 
property,  and  those  that  accrue  directly  to  persons,  has  reduced 
the  weight  of  this  argument.  The  largest  share  of  local  taxes  are 
now  paid  to  support  education  expenditures  and  it  is  felt,  in  some 
quarters,  that  a  more  rigid  adoption  of  the  benefit  principle  within 
local  populations  would  require  a  movement  away  from  real  property 
taxation . 

Few  of  the  possible  alternatives  to  the  real  property  tax 
seem  to  be  viable  on  their  own.  However,  a  mix  of  taxes,  say  an 
income  tax  and  a  tax  on  capital  gains,  or  an  income  and  payroll 
tax,  may  serve  to  remove  some  of  the  supposed  inequities  of  the 
present  system.  Nevertheless,  the  very  fact  that  real  property 
taxation  has  lasted  so  long,  even  in  the  face  of  violent  criticism, 
is  a  point  that  weighs  heavily  in  its  favour.  As  is  the  fact  that 
better  assessment  will  tend  to  reduce  some  of  the  more  obvious 
inequities . 


PART  B 


MACRO  -  ANALYSIS 

REAL  PROPERTY  MARKETS  AND  THE  LARGER  ECONOMY 


To  this  point  we  have  considered  real  property  markets  in  a 
narrow  context.  Conditions  in  the  larger  context  of  the 
economy  as  a  whole  also  have  an  important  influence  on  real 
estate  activity. 

Generally  conditions  in  the  larger  economy  affect 
price  levels  rather  than  the  prices  of  individual  properties. 
Consequently  their  influence  on  the  detailed  work  of  mass  app- 
raisal  is  less  direct  than  the  influence  of  local  real  estate 
markets.  At  the  same  time  conditions  in  the  larger  economy 
are  important  in  explaining  changes  in  local  markets,  and  in 
understanding  the  mass  appraisal  process  over  long  periods  of 
time  . 

Technology  and  the  Location  of  Economic  Activity.  Over  time 
changes  in  technology  and  the  location  of  economic  activity 
can  have  a  dramatic  effect  on  the  operation  of  real  property 
markets.  The  major  economic  activity  in  early  Ontario,  for 
instance,  was  farming,  and  commercial  transportation  centred 
about  lakes,  rivers,  and  canals.  The  modest  amount  of  manuf¬ 
acturing  that  did  exist  tended  to  locate  close  to  more  densely 
populated  areas  in  the  east,  where  pioneer  settlement  first 
began.  These  factors  combined  to  given  an  importance  to  east¬ 
ern  Ontario  that  it  lost  when  technology  and  locational  patt¬ 
erns  shifted.  While  its  importance  lasted,  land  prices,  new 
construction,  and  general  real  estate  activity  were  more  buoy¬ 
ant  in  the  east  than  in  the  west. 

As  the  western  part  of  Ontario  opened  up,  the  presence 
of  better  agricultural  land,  especially  in  the  most  south-westerly 
part  of  the  province,  began  to  weaken  the  dominance  of  the  east. 
This  tendency  was  compounded  by  the  rise  in  the  west  of  an 
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industrial  culture  based  on  American  coal  deposits  and  trans¬ 
portation  by  railway.  Eastern  towns  on  canals  and  major  rivers 
declined,  while  western  towns  on  major  railway  routes  grew  in 
importance.  This  affected  the  relative  level  of  real  estate 
prices  in  different  parts  of  the  province,  increasing  demand 
for  land  in  central  and  western  Ontario,  while  decreasing  the 
demand  for  real  estate  in  the  east. 

Since  the  Second  War  a  new  industrial  culture  based 
on  hydro  electricity,  transportation  by  super  highway,  and 
proximity  to  major  American  markets  has  tended  to  concentrate 
development  around  the  western  end  of  Lake  Ontario.  Old  rail¬ 
way  towns  have  declined  in  importance,  while  the  position  of 
centres  along  Highway  401  has  been  strengthened.  This  has 
resulted  in  enormous  growth  around  the  Metropolitan  Toronto 
area,  accompanied  by  a  dramatic  rise  in  real  estate  prices 
and  the  rapid  urbanization  of  surrounding  agricultural  land. 

Two  developments  during  the  last  decade  suggest 
that  the  present  pattern  of  technology  and  economic  location 
in  Ontario  might  alter  in  the  future.  The  first  is  an  increase 
in  the  relative  importance  of  the  north,  associated  with  a 
growing  emphasis  throughout  Canada  on  the  export  of  natural  re¬ 
sources.  The  second  is  a  flickering  inclination  on  the  part  of 
governments  to  modify  present  patterns  of  development,  in  an 
attempt  to  avoid  the  'urban  problems'  that  have  caused  great 
anxiety  in  parts  of  the  United  States. 

Changes  in  Family  Composition  and  Income.  Changes  in  family 
income  and  composition  over  time  affect  people's  requirements 
and  capabilities  with  regard  to  housing.  Naturally  this  has  an 
important  influence  on  real  estate  activity.  Since  the  turn  of 
the  century,  for  instance,  average  incomes  in  Ontario  have  risen, 
while  average  family  size  has  decreased.  On  this  basis  we  might 
imagine  that  people's  housing  requirements  are  less  now  than  in 
the  past,  while  their  capacity  to  meet  these  requirements  has  in¬ 
creased  . 
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In  practice  matters  are  more  complicated.  Increases 
in  average  income,  for  instance,  have  meant  that  the  cost  of 
full-time  domestic  help  is  virtually  prohibitive.  This  has 
tended  to  make  very  large  houses  that  cannot  be  managed  with¬ 
out  full-time  help  unpopular,  and  many  older  houses  of  this 
sort  have  been  converted  to  multi-family  dwellings  or  to  non- 
residential  uses.  Similarly,  people  with  higher  incomes  often 
work  in  larger  centres  where  housing  is  more  costly.  This  tends 
to  offset  the  advantage  of  higher  incomes  and  reduced  housing 
requirements . 

Although  in  general  terms  the  influence  of  family 
income  and  composition  is  fairly  complex,  it  appears  relatively 
straightforward  in  individual  cases.  On  the  whole,  as  families 
grow  their  housing  requirements  increase,  and  their  incomes 
tend  to  rise.  Social  scientists  often  talk  of  a  typical  family 
moving  to  increasingly  larger  houses  as  family  size  increases 
and  higher  income  permits.  In  some  cases  this  is  an  unrealistic 
picture,  but  it  does  typify  the  behaviour  of  many  people. 

One  problem  with  the  picture  of  the  'typical'  family 
moving  to  increasingly  larger  houses  is  that  family  size  suddenly 
falls  when  the  family  is  in  its  largest  house.  Or,  children  tend 
to  marry  and  leave  the  family  home  when  the  family  is  at  the  top 
of  its  moving  cycle.  This  highlights  the  important  point  that 
people's  needs  for  housing  are  often  greatest  (while  their  family 
is  young)  when  their  income  is  small,  while  their  income  is  great¬ 
est  when  their  needs  are  small  (once  children  have  grown  up) . 
Mortgage  markets  provide  a  method  of  overcoming  this  time  lag  be¬ 
tween  family  income  and  housing  requirements. 

Another  problem  with  the  picture  of  the  'typical'  family 
moving  to  increasingly  larger  homes  is  that,  even  where  is  it  real¬ 
istic,  it  probably  misrepresents  the  life  style  of  families  with 
low  incomes.  Or,  some  families  never  have  significantly  more  income 
than  when  they  first  begin.  A  more  typical  picture  for  this  kind 
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of  family  might  involve  a  fairly  long  period  in  rented  accomm¬ 
odation,  while  the  family  saves  money  for  a  small  house  that  it 
keeps  for  the  rest  of  its  life. 

The  Availability  of  Credit.  Since  few  real  property  transactions 
today  are  made  on  a  completely  cash  basis,  the  level  of  real  es¬ 
tate  activity  depends  a  great  deal  on  the  availability  of  credit. 
This  applies  to  mortgage  money  for  single  family  homes,  capital 
for  new  construction,  or  money  for  ambitious  development  projects. 
In  general  terms  the  entire  range  of  real  estate  activity  is  aff¬ 
ected  by  the  extent  to  which  money  is  readily  available. 

Very  roughly  speaking,  the  availability  of  credit  is 
influenced  by  the  actions  of  governments  -  especially  the  federal 
government  and  the  Bank  of  Canada  -  and  by  the  expectations  of 
major  investors  about  the  relative  risk  of  investing  in  different 
enterprises.  Governments,  for  instance,  can  make  mortgage  money 
relatively  'tight'  or  easy  to  get,  through  their  monetary  and  tax 
policies,  and  in  some  cases  through  special  legislation  like  the 
National  Housing  Act,  or  the  Ontario  Government's  H.O.M.E.  plan. 
Similarly,  when  major  investors  are  optimistic  about  the  future, 
money  will  tend  to  be  more  available  than  when  they  are  sceptical 
or  lack  hope . 

Changes  in  Taste.  Although  many  changes  in  real  estate  activity 
can  be  explained  on  reasonable  grounds  which  relate  to  the  economy 
as  a  whole,  there  is  a  sense  in  which  real  estate,  like  fashions 
in  clothing,  fluctuates  unaccountably  with  the  whims  of  people's 
tastes.  For  example,  during  the  early  1950 's  storey  and  a  half 
houses  were  very  popular,  while  in  the  late  1950 's  they  were  're¬ 
placed'  by  split  levels.  Similarly  in  the  1960 's  bungalows  appear 
to  have  become  more  popular  than  split  levels,  and  some  people  now 
feel  that  two  storey  houses  will  soon  become  more  popular  than 
bungalows . 

Even  in  the  case  of  industrial  and  commercial  properties, 
where  the  'functional'  basis  of  modern  design  is  often  emphasized, 
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styles  change  with  little  apparent  reference  to  'objective' 
trends.  When  all  is  said  and  done,  explaining  why  styles 
change  in  this  way  is  as  complicated  as  explaining  why  the 
manners  and  morals  of  the  1890 's  are  different  from  those  of 
the  1970 's.  The  buildings  in  which  people  live  and  work  and 
the  land  that  surrounds  them  are  part  of  their  society,  and  they 
change  in  company  with  other  changes  in  society  as  a  whole. 

Economic  Activity:  Scarcity  and  its  Solutions 

The  purpose  of  economic  activity  is  to  satisfy  human 
wants.  Goods  and  services,  the  tangible  and  intangible  end  pro¬ 
ducts  of  the  production  process,  only  have  value  insofar  as  they 
provide  a  flow  of  services  which  satisfy  consumer  wants.  However, 
at  any  given  time,  these  wants,  when  aggregated  must  be  regarded 
as  limitless  whereas,  total  productive  capacity,  that  is,  the 
supply  of  human,  man-made  and  natural  resources,  is  strictly  fin¬ 
ite.  In  other  words,  resources  are  scarce  and  insufficient  to 
meet  all  wants  to  the  point  of  satiety. 

There  are  two  possible  alternative  solutions  to  the  pro¬ 
blem  of  scarcity.  The  first,  and  least  likely  solution,  requires 
that  technical  capacity,  both  human  and  physical,  increase  suff¬ 
iciently  so  as  to  be  able  to  satisfy  all  human  wants  to  the  point 
of  satiety.  For  a  variety  of  reasons  (see  below)  this  highly  de¬ 
sirable  state  of  affairs  is  not  likely  to  be  an  immediate  solution. 

The  twentieth  century  has  seen  two  disturbing  inter-related 
demographic  and  economic  trends.  Rapid  growth  in  the  absolute  size 
of  the  world's  population  has  been  coupled  with  a  gradual  diminution 
of  the  world's  natural  resources.  The  result  of  these  changes  has 
been  an  increase  in  the  total  of  human  wants,  and  a  reduction  in 
the  wherewithal  to  satisfy  them.  The  most  damaging  trend,  however, 
and  the  one  that  has  led  the  more  pessimistic  members  of  the  econo¬ 
mics  fraternity  to  state  that  scarcity  is  inevitable,  is  a  result 
of  psychic  rather  than  physical  forces.  Increases  in  the  output  of 
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goods  and  services,  far  from  more  closely  satisfying  human  wants, 
have  only  served  to  increase  consumer  expectations  and  generate 
further  wants . 

The  alternative  solution  involves  the  acceptance  of  scar¬ 
city  and  working  on  this  basis  developing  a  suitable  mechanism  for 
'rationing'  these  scarce  resources  among  competing  alternative  uses. 

As  you  will  no  doubt  realize  this  is  precisely  the  situation  facing 
all  forms  of  society  today.  Both  Capitalist  and  Communist  states 
are  faced  with  the  problem  of  what  to  produce,  and  whose  wants  to 
satisfy.  The  difference  between  the  two  economic  systems  is  the 
method  by  which  they  ration  resources. 

The  capitalist  system  is  unplanned  and  decentralized.  A 
determinate  solution  to  the  problem  of  allocating  resources  is  rea¬ 
lized  automatically  through  the  price  mechanism,  and  is  a  result 
of  the  inter-action  of  numerous  individual  consumption  and  production 
decisions,  decisions  which  in  themselves  are  a  product  of  the  orig¬ 
inal  distribution  of  wealth.  Of  course,  no  capitalist  system  is 
entirely  unregulated.  Governments  tax  incomes,  redistribute  wealth 
and  engage  in  community  consumption  decisions.  These  all  have  an 
impact  on  the  final  solution,  but  generally  have  no  effect  on  the 
actual  functioning  of  the  price  mechanism.  In  other  words,  we  may 
change  the  parameters  that  effect  the  decisions  of  individuals  but, 
once  the  decisions  are  made,  the  'unseen  hand'  rolls  on  inexorably 
to  produce  a  final  unambiguous  solution. 

The  Communist  system  is  usually  planned  and  centralized. 

As  with  the  Capitalist  economy  consumption  decisions  are  usually  the 
perogative  of  the  individual,  but  production  decisions  are  made  by 
a  central  agency.  However,  once  production  has  taken  place  and  prices 
have  been  set,  the  market  mechanism  goes  into  operation.  Goods  that 
are  overpriced,  remain  unsold,  in  precisely  the  same  way  as  they  would 
in  capitalist  economy.  This  feature  of  Communist  society  has  often 
led  to  pejorative  references  to  the  Communist  economic  system  as 
'state  capitalism.' 
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At  this  stage  we  feel  it  advisable  to  include  a  word  of 
warning  about  the  relative  merits  of  the  two  systems.  In  terms 
of  human  welfare  it  is  impossible  to  assert  that  either  system  is 
more  efficient.  Terms  such  as  'optimal  allocation  of  resources' 
that  are  bandied  about  when  people  discuss  the  ' f ree-marke t '  are 
misleading  in  that  they  are  based  upon  a  specialized  set  of  wel¬ 
fare  assumptions. 
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REGIONAL  DEVELOPMENT 


The  Economic  Base  and  Economic  Performance 

The  economic  base  is  defined  as  the  area's  stock  of 
productive  factors,  of  land,  labour  and  capital,  or  more  spec¬ 
ifically,  the  industrial  structure,  the  supply  of  labour  and  the 
supply  of  investment  capital.  The  industrial  structure  of  a 
region  consists  of  the  number  and  size  of  primary,  secondary  and 
tertiary  industries  to  be  found  in  that  region.  Primary  ind¬ 
ustries  are  those  enterprises  involved  in  mining,  forestry,  or 
fishing  and  agriculture.  The  secondary  industrial  sector  con¬ 
sists  of  manufacturing  construction  and  transportation  industries. 
Tertiary  industries  are  those  engaged  in  services,  finance  and 
related  activities.  The  labour  supply  consists  of  the  number  of 
workers,  their  skills,  education  and  entrepreneurial  ability. 

The  supply  of  investment  capital  is  less  easy  to  define  since 
capital  is  so  fluid  between  regions.  Nonetheless  stocks  of 
personal  and  corporate  savings  can  be  seen  as  composing  the  re¬ 
gional  capital  supply. 

Every  region  will  have  its  own  particular  comDosition 
of  stocks  of  productive  factors,  stocks  which  will  be  the  outcome 
of  the  economic  history  of  that  region.  A  region  thus  contains 
both  the  legacy  of  past  economic  conditions  and  the  seeds  of  future 
development  in  its  economic  base.  The  wage  rates,  population 
growth  and  migration  rate  of  a  region  will  depend  upon  the  level 
of  economic  performance  and  growth  of  that  region. 

As  assessors,  we  are  particularly  interested  in  those 
regional  variations  that  generate  differences  in  property  value. 

The  causes  of  these  variations,  it  has  been  stressed,  are  not 
easy  to  discover,  but  probably  they  are  to  be  found  in  under 
standing^  the  economic  base  of  a  region. 
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Locational  Behaviour  and  Economic  Pattern 

The  costs  of  producing  a  particular  good  are  not 
constant  over  space.  Just  as  average  costs  can  be  split  up  into 
two  components,  of  'fixed'  and  'variable  costs',  so  average  costs 
over  space  can  be  divided  into  average  'basic'  costs  and  average 
locational  costs.  Basic  costs  refer  to  the  minimum  costs  of 
producing  a  good,  irrespective  of  the  location  of  the  plant;  for 
example,  costing  raw  materials  at  their  source,  or  labour  at  its 
point  of  cheapest  supply.  Locational  costs  represent  the  addi¬ 
tions  to  these  minimum  costs  and  vary  according  to  location.  They 
include  variations  in  capital  and  labour  costs  between  areas, 
differences  in  raw  material,  machinery  and  power  costs  due  to 
variations  in  transportation  costs,  and  any  other  costs,  such  as 
incentive  salary  bonuses  or  subsidized  housing  that  can  vary  from 
place  to  place. 

The  rational  entrepreneur  is  attempting  to  minimize 
his  per  unit  locational  costs.  Theoretically  he  can  construct 
a  'cost  surface'  which  indicates  the  locational  costs  associated 
with  all  possible  locations  for  his  firm.  His  rational  behaviour 
would  then  be  to  locate  at  the  lowest  point  on  that  surface,  at 
the  least-cost  location.  The  pattern  of  that  cost  surface  will 
be  determined  by  two  main  components  of  spatial  variations  in 
locational  costs.  Firstly,  transportation  costs  for  the  inputs 
and  outputs  of  a  firm  will  vary  considerably  from  place  to  place. 
Secondly,  important  external  economies,  other  than  transportation 
costs,  will  be  associated  with  each  site. 

Transportation  Costs  and  Location 

The  importance  of  transportation  costs  in  the  locational 
costs  of  a  firm  will  depend  very  much  upon  the  specific  nature 
of  that  firm's  inputs  and  outputs.  Bulky  raw  materials  or  com¬ 
modities  can  be  extremely  expensive  to  transport,  and  a  firm  with 
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one  or  several  such  inputs  or  outputs  will  be  extremely  constrained 
in  its  locational  choice.  Conversely  the  cost  of  some  low  bulk, 
high  value  products  can  be  largely  unaffected  by  transportation 
costs.  Groups  of  industries,  with  different  locational  constraints, 
can  be  identified  in  terms  of  the  nature  of  a  firm's  inputs  and 
outputs . 

Certain  industries  will  be  forced  to  locate  to  their 
main  inputs.  These  are  known  as  'input  oriented'  activities.  The 
location  of  a  substantial  amount  of  economic  activity  can  be  ex¬ 
plained  simply  by  the  distribution  of  natural  resources,  either 
because  the  activity  is  technologically  tied  to  the  resource  input 
or  because  transportation  costs  are  minimized  by  location  in  the 
resource  area.  Several  other  activities  may  be  engaged  in  process¬ 
ing  the  output  of  these  primary  resources  based  industries.  Many 
primary  products  have  an  extremely  high  bulk-to-value  ratio  and 
this  ratio  is  reduced  by  processing  on  site  so  as  to  lower 
transportation  costs. 

Increasingly  the  pattern  of  economic  activity  is  changing 
and  more  and  more  industries  are  becoming  market  located  or 
'output-oriented'  activities.  There  are  two  main  reasons  for  this 
development.  Firstly,  the  structure  of  the  economy  has  been 
changing;  moving  away  from  the  importance  of  the  bulky  primary 
products  towards  the  ever-increasing  markets  of  mass-consumption. 
This  tertiary  sector,  which  deals  in  goods  of  little  bulk,  or  in 
services  with  no  bulk  at  all,  is  able  to  locate  at  that  point  at 
which  it  can  maximize  its  market.  Secondly,  the  importance  of 
transportation  costs  as  a  component  of  total  locational  costs  has 
been  decreasing,  even  for  the  traditional  bulky  products.  The  most 
obvious  output-oriented  activities  are  those  which  cater  to  personal 
consumption  specifically  the  retail  and  service  sectors.  The  loca¬ 
tion  of  these  sectors  is  determined  by  the  distribution  of  consump¬ 
tion  power.  Other  industries  may  be  located  close  to  another 
industrial  user  of  their  output,  for  example,  car  accessory 
manufacturers . 
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Certain  intermediate  manufacturing  industries  are  involved 
in  production  of  goods  that  are  removed  from  both  natural  inputs 
and  final  markets.  They  receive  their  inputs  from  industry  and 
supply  their  outputs  for  further  industries.  The  growing  complexity 
of  our  economic  system,  particularly  in  engineering  and  electronics 
has  added  to  the  number  of  such  ' input-and-output-oriented ' 
activities . 

Finally,  the  group  of  so-called  'footloose'  industries 
must  be  considered.  Industries  that  produce  a  product  made  of 
high-value,  low-weight  inputs  and  whose  output  is  valuable  but  not 
fragile,  bulky  or  perishable  are  not  affected  significantly  by 
transportation  costs.  They  are  able  to  locate  therefore  at  almost 
any  desired  location.  Such  activities  as  micro-electronics,  jewelry 
and  watch  making  and  the  growing  number  of  research  industries  are 
locationally  unconstrained.  Often  the  determinant  of  the  eventual 
place  of  production  will  be  the  preference  of  their  personnel  for  a 
certain  kind  of  climate,  cultural  activity  or  sporting  facility. 

If  all  entrepreneurs  manage  to  identify  and  locate  at 
their  least-cost  locations,  then  the  regional  economy  will  be  operat¬ 
ing  at  maximum  efficiency.  The  spatial  arrangement  of  economic 
activity  will  be  such  as  to  optimize  the  returns  from  a  given  stock 
of  productive  factors.  Yet  as  the  structure  of  the  national  economy 
changes  so  the  cost-surface  of  individual  firms  will  change.  Demand 
for  certain  products  rises  and  falls,  supplies  of  raw  material 
become  exhausted  or  new  sources  are  found,  changes  in  methods  of 
production  take  place;  all  these  factors  will  alter  the  balance  and 
composition  of  aggregate  locational  costs. 


50 


DETERMINANTS  AND  LOCATION  OF  URBAN  GROWTH 


The  Determinants  of  Urban  Growth 

The  phenomena  of  urban  growth  is  so  complex,  and  so 
bound  up  in  the  whole  subject  of  economic  growth  that  no  simple 
determinants  of  the  process  can  be  given.  Why  cities  grow  is 
as  difficult  a  question  to  answer  as  why  nations  or  economies 
grow . 

Land  use  capacity  is  dependent  upon  technological 
change,  capital  formation  in  human  and  physical  forms  and  the 
development  of  markets.  All  these  processes  are  made  feasible 
and  indeed  are  optimized  in  an  urban  environment.  Where 
population  is  dense,  access  to  markets  is  greatest,  labour 
supplies  are  plentiful;  specialization,  a  key  source  of 
improvement,  is  made  possible.  Information  flows,  essential 
to  innovation,  education  and  efficiency  in  general,  are  highly 
developed.  All  these  elements  combine  to  make  possible  a 
rise  in  productivity  and  thus  in  income  and  the  cycle  of  growth 
is  completed  through  consequent  increased  savings.  As  a 
result  of  this  process,  higher  rates  of  capital  formation  are 
made  possible.  Increased  spending  out  of  higher  incomes  also 
accelerates  the  growth  of  markets,  raises  profits  and  thus 
savings,  improves  potential  profitability  of  new  investments, 
and  induces  further  technological  improvements . 
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Cities  then,  are  what  make  modern  economic  systems  work. 
Without  them  there  might  be  improvement;  but  it  necessarily  would 
be  a  very  low  level  of  efficiency,  and  generally  not  self-sustaining. 
It  is  the  city  that  provides  a  direct  link  between  all  the  macro¬ 
variables  of  capital  formation,  labour  supplies,  technological 
change,  income  and  markets.  Proximity,  the  essence  of  the  urban 
system,  permits  the  joining  of  these  economic  processes,  and  the 
high  level  of  interaction  between  them  provides  the  sustained 
thrust  to  launch  broader  economic  growth. 

When  we  add  to  this  the  very  real  structural  changes 
that  accompany  growth,  the  necessity  of  the  city  is  further  empha¬ 
sized.  As  the  growth  of  income  leads  to  a  shift  in  consumption 
from  primary  towards  secondary  and  tertiary  industries,  rural  act¬ 
ivities  will  decline  relative  to  urban  activities.  In  addition 
opportunities  for  technological  change  and  introduction  are  in¬ 
finitely  greater  in  the  urban  sector  with  its  large,  diversified 
and  rapidly  growing  markets. 

The  most  important  single  structural  change  in  the  economy 
that  has  generated  recent  city  growth  is  the  change  in  the  loca¬ 
tional  requirements  of  industry,  from  input-oriented  to  output- 
oriented  locations.  The  movement  to  market  locations  had  entailed 
a  movement  to  those  places  where  the  market  is  most  concentrated, 
the  cities.  Such  moves  are,  through  the  employment  multiplier 
effect,  self-fulfilling  in  terms  of  urban  growth.  Each  move  of  a 
non-service  job  necessitates  the  provision  of  support  services 
and  hence  the  growth  of  tertiary  emplovment.  Hence  the  'multiplier 
effect'  of  new  basic  employment. 

An  additional  factor  encouraging  modern  urban  growth  in 
the  technically  advanced  countries  is  the  increasing  proportion  of 
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the  population  employed  in  tertiary  occupations.  The  tertiary 
sector  includes  those  jobs  which  involve  the  provision  of  services 
and  are  concentrated  as  a  result  in  urban  centres.  Partly  the 
growth  of  this  sector  has  been  associated  with  rising  standards 
of  living,  partly  with  the  increasing  participation  of  government 
in  modern  life,  and  partly  with  the  increasing  numbers  of  clerical 
workers  required  to  service  industry.  The  largest  urban  centres 
tend  to  have  a  larger  proportion  of  tertiary  workers  because  of 
their  centrality,  which  allows  their  services  to  be  used  more 
e  f  f iciently . 

Certain  non-economic  factors  are  important  in  explaining 
the  growth  of  cities.  The  attractions  of  a  large  city  extend  be¬ 
yond  the  simple  attractions  of  employment  opDortuni ties  and  high 
wage  rates.  The  pull  of  metropolitan  cultural  facilities,  the 
concerts  and  libraries,  and  of  the  bright  lights  of  downtown,  should 
not  be  underestimated.  Significantly  this  attraction  is  greatest 
for  the  young,  thus  not  only  the  most  dynamic,  but  the  most  fertile 
segments  of  the  population  are  drawn  to  the  city  reinforcing  its 
growth . 

Clearly  at  present,  cities  are  the  most  efficient  location 
for  most  forms  of  economic  activity.  Indeed  some  economists  suggest 
that  cities  are  the  determinants  of  contemporary  economic  viability. 
In  areas  where  cities  have  not  emerged,  depressed  conditions  prevail, 
whether  around  the  coal  mines  of  Nova  Scotia,  the  wood  lots  of 
New  Brunswick  or  the  rural  slums  of  Eastern  Ontario.  Their  problem 
is  primarily  lack  of  cities  rather  than  lack  of  industry.  To  thrive 
industries  need  the  full  range  of  urban  amenities. 

The  efficiency  of  cities  as  a  location  of  economic  activity 
is  clearly  the  central  reason  for  their  growth.  It  would  seem  too 
that  the  larger  the  city  the  more  efficient  that  location  becomes. 

The  external  economies  generated  in  the  form  of  agglomeration  ec¬ 
onomies,  market  location  and  employee  satisfaction  seem  all  powerful. 
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The  external  diseconomies  of  urban  growth  in  Canada  at  least, 
seem  weak  in  comparison.  Congestion,  pollution,  noise,  lack 
of  space,  high  rents,  crime  and  social  disintegration  do  not 
seem  yet  to  be  a  sufficient  disincentive  to  continued  urbanization. 
The  optimum  city  size  could  be  seen  as  that  size  at  which  the  ex¬ 
ternal  economies  of  the  city  exactly  balance  the  external  dis¬ 
economies  produced  by  growth.  It  would  be  argued  that  certain 
major  cities,  New  York  and  London,  for  example  have  reached  or 
gone  beyond  that  optimum  point.  Problems  of  measurement  of  urban 
economies  and  their  impact  obscure  the  usefulness  of  the  optimum 
city  size  concept.  Not  only  is  it  extremely  difficult  to  measure 
something  like  the  costs  of  traffic  congestion,  but  its  impact  is 
concealed  by  indirect  forms  of  accounting  and  exDenditure. 

The  Location  of  Urban  Settlements 

At  first  glance  the  pattern  of  distribution  of  cities 
and  urban  settlements  appears  haphazard  and  unorganized.  Yet 
cities  are  not  randomly  distributed;  their  location  is  dependant 
on  a  complex  set  of  factors  which  must  be  unravelled.  All  cities 
do  not  have  the  same  locational  determinants. 

Four  basic  factors  lie  behind  the  location  of  cities. 

The  influence  of  each  locational  factor  varies  with  the  mixture  of 
economic  activities  found  in  particular  urban  settlements.  First, 
those  settlements  which  are  primarily  concerned  with  serving  the 
needs  of  surrounding  areas,  the  so-called  'central  places',  must 
be  located  at  a  point  that  is  most  accessible  to  the  people  using 
them.  In  Ontario  the  cities  of  Belleville,  Kingston,  Peterborough, 
Stratford  and  Chatham  are  examples  of  such  service  centres.  Second, 
those  cities  which  are  concerned  with  linking  an  area  to  the  out¬ 
side  world  or  with  certain  types  of  manufacturing  are  often  located 
on  main  transportation  routes.  Thunder  Bay,  Sault  S  te .  .Marie, 
Windsor,  Sarnia  and  the  Niagara  Peninsula  cities  occupy  such  port 
or  transportation-oriented  locations  in  Ontario.  A  third  locating 
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factor  is  provided  by  highly  localized  ohysical  resources,  on 
which  groups  of  cities  are  clustered.  The  Sudbury  conurbation, 
consisting  of  Sudbury,  Copper  Cliff,  Falconbri dge ,  Capreol, 
and  Timmins,  Elliot  Lake  and  Espanola  are  cities  whose  location 
is  determined  by  the  distribution  of  natural  resources.  Other, 
less  obvious,  natural  resources  such  as  attractive  scenery  can 
give  rise  to  small  centres;  Bracebridge  and  Parry  Sound,  for 
example.  Finally,  there  is  often  a  measure  of  chance  or  human 
whim  in  urban  location,  which  is  not  easily  explained  by  the  above 
factors.  The  choice  of  Ottawa  as  national  capital  is  one  good 
example  of  a  unique  locational  decision  which  has  had  wide  rang¬ 
ing  ramifications. 

Whatever  the  factors  determining  the  original  location 
of  a  settlement,  once  established  a  city  represents  a  considerable 
aggregation  of  fixed  capital  and  this  acts  as  a  vested  interest 
against  any  change  of  location.  The  distributional  oattern  of 
cities  tends  therefore  to  have  a  high  degree  of  permanence. 


An  impo 
exists  to  explain 
ments  occur  known 
is  concerned  with 
tion  is  to  act  as 


rtant  area  of  economic  and  geographic  theory 
why  such  patterns  of  size  and  spacing  of  settle- 
as  Central  Place  Theory.  Central  Place  Theory 
the  size  and  spacing  of  centres  whose  main  func- 
a  service  centre  for  the  region  around  it. 


The  function  of  service  centres,  or  'central  places', 
is  to  supply  goods  and  services  such  as  retail  and  wholesale  trade, 
banking,  business  organizations,  professional  services,  administra¬ 
tive  services,  educational  facilities  and  entertainment  to  the 
cities  and  settlements  of  the  surrounding  region,  or  'hinterland'. 
These  central  services  can  be  ranked  into  higher  and  lower  orders, 
and  we  obtain  a  hierarchy  of  centres  graded  according  to  the  ord¬ 
ers  of  services  they  supply.  Cities  and  towns  grow  because  economic 
development  and  rising  incomes  lead  to  a  more  than  proportional 
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expansion  in  the  demand  for  central  goods  and  services,  and  hence 
in  the  net  income  received  by  urban  residents  engaged  in  their 
provision . 

Two  key  concepts  determine  why  certain  goods  and  serv¬ 
ices  are  offered  only  centrally  and  the  factors  affecting  the 
size  of  the  central  place  offering  a  particular  service;  these 
are  the  'demand  threshold'  and  'range'  of  a  good. 

The  threshold  is  defined  in  terms  of  the  minimum  level 
of  population  and/or  income  that  can  support  a  service.  The  thres¬ 
hold  occurs  when  sales  are  just  sufficient  for  the  firm  supplying 
the  service  to  earn  normal  profits.  It  reflects  economies  of 
scale  in  the  provision  of  certain  services  and  agglomeration  ad¬ 
vantages  accruing  from  locating  centralized  service  establishments 
near  to  each  other. 

The  concept  of  'range'  expresses  the  distance  away  from 
the  centre  that  a  good  or  service  can  be  economically  supplied. 

The  range  over  which  a  good  is  supplied  is  determined  by  many  fac¬ 
tors,  chiefly  by  'economic  distance'  (i.e.  geographical  distance 
converted  into  freight  costs  and  other  monetary  costs  involved  in 
transportation) .  The  range  of  central  goods  may  be  extended  by 
technical  progress  and  its  impact  in  reducing  transport  and/or 
production  cost.  If  we  assume  transportation  is  possible  in  all 
directions  from  the  central  place  at  the  same  cost,  the  threshold 
of  a  central  good  can  be  represented  by  the  smallest  concentric 
ring  containing  the  demand  necessary  to  make  supply  viable,  while 
its  range  can  be  shown  by  the  concentric  ring  forming  the  outer 
boundary.  This  outer  ring  delimits  the  hinterland  of  the  central 
place.  It  will  vary  in  size  for  different  goods  and  services,  and 
its  size  will  be  regulated  to  a  considerable  extent  by  the  distance 
from  a  neighbouring  central  place  of  similar  or  greater  size. 
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Diagram  1 


Range 

Threshold 


Range  equals  Range  greater  than  Range  less  than 

threshold  threshold  -  threshold  - 

economically  sound  Business  is  not 

business  economically  sound 

The  central  place  hierarchy  results  not  from  accidental 
or  arbitrary  factors  but  from  definite  relationships  between  the 
size  and  functions  of  central  places  and  inter-urban  distance. 
Because  the  size  of  service  areas  varies  directly  with  the  size 
of  centres,  the  hinterlands  of  small  centres  must  be  contained  in 
those  of  large  cities.  At  this  point  an  example  is  perhaps  needed. 


The  central  place  hierarchy  corresponds  to  what  we  in 
fact  observe  in  reality.  Imagine  a  family  living  in  a  small  village, 
say  Springfield,  population  515,  in  Elgin  County.  Probably  Sorina- 
field  itself  will  have  about  half  a  dozen  small  shoos;  one  or  two 
general  stores,  a  greengrocer,  a  tobacco  and  newspaper  store,  per¬ 
haps  a  hardware  store  and  a  barber  or  ladies  hairdresser.  In  the 
village  as  well  there  might  be  a  gas  station  with  a  small  garage. 

The  family  would  probably  do  much  of  its  convenience  and  food  shop¬ 
ping  in  Springfield.  However,  the  aggregate  demand  of  the  515 
souls  of  Springfield  will  only  be  enough  to  support  these  few  shops 
and  services,  those  with  the  smallest  demand  threshold.  For  slightly 
higher  order  goods  and  services,  such  as  a  small  supermarket, 
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dry-cleaning  or  a  bank,  the  family  will  probably  have  to  travel 
the  few  miles  to  Aylmer,  population  4,438,  a  centre  which  provides 
a  range  of  76  shops.  If  the  family  requires  the  services  of  a 
realtor,  an  insurance  agent  or  a  finance  company,  or  wishes  to  buy 
furniture,  a  new  refrigerator  or  use  a  large  supermarket,  they  will 
have  to  travel  further  still,  the  twenty  or  so  miles  to  St.  Thomas, 
population  22,983,  with  226  retail  establishments.  Even  St.  Thomas 
will  not  be  able  to  provide  all  the  goods  and  services  demanded 
by  this  family.  For  some  things,  such  as  boutique  clothes,  fancy 
restaurants,  first-run  cinemas  and  certain  types  of  financial,  legal 
and  governmental  services  the  family  will  have  to  go  to  the  regional 
centre  of  London,  population  194,416.  A  few  times  a  year,  before 
Christmas  for  example,  the  family  will  orobably  make  a  shoooing  trip 
to  Toronto,  population  2.4  million,  for  a  few  special  items.  If  we 
have  stumbled  on  a  particularly  sophisticated  family,  the  hierarchy 
may  not  even  stop  at  Toronto.  If  Broadway  plays,  Saville  Rowt 
tailoring  or  Yves-St.  Laurent  gowns  are  demanded,  trips  must  be 
made  to  New  York,  London  and  Paris. 

As  this  example  illustrates,  successively  higher  order 
functions  are  located  in  successively  larger  centres  that  are  in¬ 
creasingly  wider  spaced.  Higher  order  functions  require  a  larger 
demand  threshold,  and  thus  their  hinterland  must  encompass  an  in¬ 
creasingly  larger  population.  The  number  of  shopping  trips  made  to 
a  centre  is  inversely  related  to  the  order  of  that  centre  and  there¬ 
fore  to  the  distance  that  separates  those  centres.  This  family  will 
make  many  trips  to  the  stores  of  Springfield  and  the  proximate 
centre  of  Aylmer,  but  successively  few  to  St.  Thomas,  London  and 
Toronto.  Importantly,  however,  as  transoortation  and  personal  mo¬ 
bility  improve,  the  shopping  behaviour  of  this  family  may  change. 

If  the  family  has  to  get  in  the  car  to  drive  to  Aylmer,  then  it  may 

be  little  extra  trouble  and  cost  to  go  through  Avlmer  and  on  to 

St.  Thomas  where  a  far  greater  range  of  goods  and  services  is  offered. 
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The  number  of  levels  in  the  hierarchy,  and  the  distance  that 
separates  the  centres  on  the  same  level  of  that  hierarchy  is  a 
function  of  the  ease  of  transportation. 


The  Urban  Complex:  An  Example 


The  city  is  a  system  of  inter-related  parts.  Any  change 
in  one  part  will  produce  reactions  of  varying  degrees  in  all  the 
other  parts.  The  recent  controversy  over  the  building  of  the 
Spadina  Expressway  in  Toronto  exemplifies  the  importance  of 
these  relations.  An  urban  expressway  is  much  more  than  a  simple 
road,  and  its  effects  are  much  more  far  reaching.  It  represents 
the  addition  of  a  massive  new  function  within  the  urban  orqanism, 
as  if  a  new  limb  or  artery  were  developed.  Some  of  the  implica¬ 
tions,  by  no  means  all,  are  traced  below. 


The  initial  impact  of  the  Spadina  Expressway  would  have 
been  financial;  its  cost  estimated  at  around  $200  -  250  million. 

The  injection  of  this  amount  of  money  into  the  urban  economy  would 
have  a  considerable  multiplier  effect.  There  would  be  a  substantial 
rise  in  real  incomes  and  consumption  power  which  in  turn  would  lead 
to  faster  urban  growth.  Indeed  expressways  can  be  a  form  of  deficit 
financing  for  the  urban  economy,  providing  work  and  increasing 
final  demand. 

The  second  effect  of  the  expressway  would  be  to  alter 
the  transportation  cost  surface  of  the  whole  city.  Certain  ind¬ 
ustries  would  have  their  production  costs  reduced,  thus  becoming 
more  efficient,  with  a  consequent  multiplier  effect.  The  least- 
cost  location  of  certain  firms  might  change;  for  example,  the  balance 
between  downtown  and  a  suburban  site  would  be  altered.  The  consequent 
changing  pattern  of  industrial  location  w'ould  produce  changes  in 
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the  pattern  of  residences  and  service.  If  suburban  commuters 
were  able  to  get  downtown  more  easily  then  one  would  expect  the 
demand  for  suburban  property  in  the  influence  area  of  the  ex¬ 
pressway  to  increase  and  that  property  would  appreciate  in  value. 
Since  all  the  housing  sub-markets  in  the  city  are  linked  this 
would  produce  some  changes  in  value  even  for  those  properties 
not  in  the  immediate  influence  area  of  the  expressway. 

Thirdly,  expressways  tend  to  stimulate  high  density 
development  in  their  immediate  vicinity;  for  example,  the  con¬ 
struction  of  the  Don  Valley  Parkway  in  Toronto  has  caused  to  be 
created  a  line  of  apartment  blocks  along  the  way.  Many  further 
effects  of  the  expressway  could  be  examined;  the  changing  balance 
between  public  and  private  transit  would  have  citv-wide  reper¬ 
cussions,  as  would  the  demolition  of  a  portion  of  the  city's 
housing  stock.  Air  and  noise  Dollution  should  also  be  considered. 
Any  debate  over  a  major  change  in  the  structure  and  function  of  an 
urban  system,  be  it  an  expressway,  a  subway,  a  renewal  project  or 
a  large  suburban  development,  must  consider  more  than  the  internal 
merits  of  the  change.  All  the  implications  must  be  drawn  out  and 
examined  if  a  realistic  aporaisal  of  the  project  is  to  be  made. 
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URBAN  LAND  VALUES 


Urban  Retail  Structure 

More  than  three-  quarters  of  Ontario's  population 
live  actually  within  cities;  for  a  resident  of  Toronto  the 
hierarchy  of  cities  of  increasing  size  has  no  meaning  since 
he  already  lives  in  the  largest  centre.  His  hierarchy  con¬ 
sists  of  the  local  Mac's  Milk,  the  neighbourhood  supermarket, 
the  expressway,  shopping  malls  and  the  downtown. 

Indeed  the  hierarchy  within  the  city  mirrors  the 
hierarchy  we  have  described  between  cities.  The  key  concepts 
of  the  demand  threshold  and  range  of  a  good  apply  with  the 
same  force  in  determining  the  spatial  organization  of  a  city's 
retail  function.  The  internal-city  pattern  is  perhaps  less 
easy  to  distinguish  than  the  inter-city  pattern,  but  it  none¬ 
theless  exists. 

The  Structure  of  Urban  Land  Values 

It  is  easy  to  visualize  cities,  expecially  large 
cities,  as  undifferentiated,  sprawling  masses  of  buildings 
roads  and  people.  There  seems  at  first  glance  very  little 
order  or  coherence  in  the  metropolis  and  indeed  the  factors 
that  give  rise  to  the  pattern  of  activities  and  flows  within 
a  city  are  extremely  complex.  The  city  reflects,  in  'built- 
form'  ,  all  the  values  and  necessities  of  contemporary  society. 
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It  cannot  therefore  be  easily  understood.  The  central  function 
of  the  city  however,  is  economic  and  some  important  generali¬ 
zations  about  cities  can  be  made  using  fairly  simple  economic 
assumptions.  Nearly  all  North  American  cities  have  downtowns, 
highly  built-up  cores,  with  a  declining  density  gradient  of 
housing  out  from  the  centre  to  the  lightly  populated  fringe. 

All  cities  have  sections;  commercial,  industrial,  retail  and 
various  residential  districts,  as  distinct  areas  within  the 
city.  Social  groups  are  segregated,  the  poor  tend  to  live 
in  the  centre  of  the  city,  on  one  or  more  sides  of  the  central 
business  district,  (the  C.B.D.),  and  the  rich  live  on  the 
outskirts,  or  in  carefully  delimited  inner-city  areas  Ethnic 
groups  often  live  in  a  distinct  and  distinctive  neighbourhood 
rather  than  being  spread  evenly  over  the  city.  Rents,  house 
prices  and  land  values,  (other  things  being  equal)  are  highest 
in  the  centre  of  the  city  and  grade  out  to  the  fringe.  These 
features  are  characteristic  of  most  large  cities  in  Canada 
and  the  United  States.  The  underlying  determinant  of  the 
structure  of  the  city  is  the  competition  for  land  as  space, 
be  it  space  for  housing,  industry  or  commercial  activity. 

When  a  purchaser  acquires  land  he  in  fact  buys  two 
goods,  land  and  location,  in  the  same  transaction  and  only 
one  payment  is  made  for  the  combination.  He  could  buy  the 
same  quantity  of  land  at  another  location,  or  more  or  less 
land  at  a  different  location,  for  the  same  price.  The  urban 
land  market  is  thus  complicated  by  having  a  single  market 
for  a  complex,  dual  commodity. 


In  Toronto,  however,  the  phenomenon  of  "whitepainting"  is 
occurring.  This  involves  modernizing  and  remodelling  old 
residential  structures  in  and  around  the  city  core  to  be 
inhabited  by  a  wealthier  clientele.  (Referred  to  later  on 
Page  71) 
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Concentric  Zone  Concept  .  . 

This  theory,  developed  by  E.  Burgess,  conceives  the  city 
as  a  series  of  five  concentric  zones.  At  the  core  is  the  "loop"  dis¬ 
trict  with  its  shopping  areas,  theatres,  hotels,  offices,  banking 
houses,  and  other  such  businesses  which  seek  a  central  location. 

Adjoining  the  "loop"  and  fanning  out  into  the  next  zone 
are  the  city's  commercial  functions.  Here  the  market  districts 
and  the  older  wholesale  districts  and  warehouse  areas  are  located. 
When  the  city  is  situated  on  the  edge  of  a  body  of  water,  its  port 
functions  in  most  cases  are  interspersed  with  these  functions. 

Usually  industries  which  do  not  require  much  ground  area  also  locate 
here.  Cutting  across  this  and  the  remaining  outer  zones  along 
railroad  rights  of  way  and  forming  long  wedge-like  areas  are  the 
larger  industrial  sections  of  the  city. 


The  second  zone  is  the  area  which  has  been  termed  "the 
zone  of  transition."  It  is  easily  identified  by  the  variety  and 
changing  character  of  uses.  Here  the  residential  areas  commence. 

In  one  portion  of  the  zone,  there  may  be  an  island-like  cluster  of 
"first-citizen"  homes  persisting  behind  brick  walls  and  iron  fences. 
In  some  sections  such  structures  may  have  been  supplanted  by  large 
apartment  houses.  In  others  the  old  structures  mav  be  still  stand¬ 
ing,  but  there  are  antique  shop  or  tearoom  signs  signifying  a  new 
use.  In  some  locations  the  now  shabby  homes  display  signs  adver¬ 
tising  "rooms  to  let"  or  "light-housekeeping  aoartments. "  Often 
other  sections  of  the  zone,  particularly  those  adjoining  the  ind¬ 
ustrial  wedges,  contain  residential  slum  areas.  The  second  feone 
blends  into  a  third  zone  consisting  largely  of  workingmen's  homes  — 
homes  of  factory  workers,  laborers,  and  so  on. 


The  fourth  zone,  contains  the  large  residential  areas  of 
the  city.  This  is  the  area  where  the  white-collar  workers  and 
middle-class  families  are  found. 
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Finally,  we  have  the  commuters'  zone.  In  this  ring  are 
the  suburban  communities  found  along  the  arteries  of  transport¬ 
ation.  This  is  where  the  middle-class  and  upper-income  groups 
reside.  As  growth  occurs,  each  inner  zone  of  the  generalized 
diagram  tends  to  invade  the  next  outer  zone. 

As  a  theoretical  explanation  of  the  positioning  of  the 
major  functional  areas  of  land  use  in  a  city  and  how  they  change 
over  the  years,  the  elemental  simplicity  of  this  approach  has  had 
considerable  appeal.  While  it  is  a  useful  and  pictorial  way  of 
describing  broad  and  general  tendencies  at  work  in  the  patterning 
of  urban  land  uses,  it  must  be  admitted  that  in  many  respects  it 
is  an  oversimplification. 

Concentric  Zone  Theory 
Key 

1.  Central  Business  District 

2.  Manufacturing 

3.  Working  Class  Residential 

4.  Middle  Class  Residential 

5.  Commuter  Zone 


The  Sector  Concept 

The  Sector  Concept  explains  residential  land  uses  in 
terms  of  wedge-shaped  sectors  radial  to  the  city's  centre  along 
established  lines  of  transportation.  The  theory  holds  that  the 
different  income  groups  of  the  citv  tend  to  be  found  in  distinct 
areas,  describable  in  terms  of  sectors  of  a  circle  centered  on  the 
C.B .D. 


64 


The  high  rent  or  high  price  residential  areas  can  be 
identified  in  particular  sectors  and  there  is  a  downward  trend 
in  rentals  from  these  high  rental  areas  in  all  directions. 

Lesser  rental  areas  adjoin  the  high-rent  area  on  one  or  more 
sides  and  tend  to  be  located  in  the  same  sectors  as  the  high 
rental  areas.  Low-rent  areas  occupy  other  entire  sectors  of  the 
city  from  the  centre  to  the  periphery. 
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Integration  of  the  Spatial  Models 

There  has  been  considerable  discussion  of  the  relative 
merits  of  these  classical  models  of  the  spatial  structure  of  the 
city's  population.  There  is  an  emerging  consensus  that,  in  Western 
metropoli  born  in  the  industrial  age  and  populated  by  a  variety  of 
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races  or  national  groups,  the  models  are  independent ,-  additive 
contributors  to  the  total  socio-economic  structuring  of  city 
neighborhoods . 

Those  indices  which  measure  the  socio-economic  status 
of  individuals  or  groups  vary  principally  by  sector;  those  which 
measure  the  familial  characteristics  and  age  of  the  population  vary 
principally  by  concentric  zone;  and  those  which  isolate  a  minority 
group  within  the  population  show  a  tendency  for  that  group  to 
cluster  in  a  particular  part  of  the  metropolis.  An  analysis  of 
the  variance  of  these  two  indices  by  sector  and  by  concentric 
zone  revealed  that  social  rank  varied  principally  by  sector,  and 
urbanization  by  concentric  ring. 

The  sectoral  patterning  of  the  attributes  of  the  neigh¬ 
borhood  residents  (e.g.  education,  occupation,  and  income)  and  of 
neighborhood  structural  characteristics  (e.g.  rent  or  value,  and 
quality  of  housing)  is  a  product  of  the  differing  abilities  of 
various  income  groups  to  bear  the  costs  of  the  journev  to  work. 

The  lower-income  workers,  because  of  their  restricted  budgets,  must 
live  close  to  their  work,  which  is  concentrated  in  the  inner  city 
around  the  central  business  district  and  alonq  the  rail  and  water 
routes  radiating  from  the  Loop.  The  larger  incomes  of  the  higher- 
status  workers  give  them  the  freedom  to  locate  their  homes  in  areas 
with  more  residential  amenities  -  away  from  their  places  of  work, 
away  from  the  smoke  and  dirt  of  industry,  and  close  to  the  amenities 
of  lakeshore  and  open  space. 

The  age  structure  of  the  population,  average  family  size, 
and  the  participation  of  females  in  the  labor  force  change  as  dis¬ 
tance  from  the  city  center  increases:  young  families  locate  further 
from  the  center  than  older  families.  This  oattern  is  a  response  to 
the  change  in  the  ages  and  types  of  houses  as  distance  from  the 
center  becomes  greater  -  the  houses  are  newer,  and  there  are  more 
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predominantly  single-family  homes,  as  the  city's  center  is  left 
behind.  It  is  the  lower  land  values  toward  the  urban  periphery 
that  make  possible  the  construction  of  land-voracious  single¬ 
family  homes,  and  the  increasing  real  income  of  home  buyers  which 
makes  possible  their  purchase.  Finally,  minority  groups  find  them¬ 
selves  segregated  from  the  rest  of  the  population  to  a  greater  or 
lesser  degree  as  a  result  of  their  recent  arrival  in  the  city,  dis¬ 
crimination  in  the  housing  market,  or  through  their  own  choice  of 
homes  in  congenial  communities. 

The  Land-Value  Model  and  Improvement  Value 

The  basic  characteristic  of  urban  land  values,  is  that 
they  reach  their  highest  point  in  the  city  centre  and  grade  out 
from  there  to  the  fringe.  In  three  dimensions,  the  surface  of 
land  values  in  the  city  is  conical. 

Urban  land  has  no  inherent  value.  Its  value  is  given 
solely  by  its  location,  or  to  be  more  accurate,  by  demand  for  its 
location.  For  non-residential  activities  the  value  of  a  particular 
location  can  be  measured  in  terms  of  the  size  of  the  income  flow 
over  and  above  operating  costs  at  that  particular  site.  For  an 
individual  household  the  value  of  location  is  less  easily  measured, 
since  it  generates  a  flow  of  satisfaction  rather  than  income.  Those 
sites  which  generate  the  highest  flow  of  income  or  satisfaction  will 
of  course  be  the  most  demanded.  They  will  be  allocated  to  those 
entrepreneurs  or  individuals  most  able  to  pay.  It  is  this  equilib¬ 
rium  therefore,  between  the  value  of  location  and  ability  to  pay, 
that  determines  the  location  of  all  urban  economic  activities. 

The  basic  model  has  defined  the  value  of  location  in  terms 
of  accessibility  to  the  centre.  It  is  in  this  way  that  the  simple 
conical  structure  of  land  values  is  produced.  Yet,  in  a  modern  city, 
not  all  employment  or  market  power  is  necessarily  concentrated  at  the 
centres.  The  intro-urban  hierarchy  of  shopping  centres  for  example, 
tends  to  produce  noncentral  foci  of  accessibility.  The  land-value 
map  or  surface  will  of  course  reflect  any  such  changes  in  locational 
demand.  Nodal  'hills'  in  the  land-value  surface  will  appear. 
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Transportation  corridors  produce  similar  adaptions  of  the 
basic  land  value  cone.  By  allowing  easier  access  to  the  centre, 
transportation  routes  radiating  from  the  C.B.D.  will  produce  'ridges' 
in  the  land-value  surface.  Circumferential  routes,  ring  roads  for 
example,  will  produce  similar  distortions  of  the  basic  pattern. 

Many  other  features  can  produce  variations  in  the  under¬ 
lying  land  value  surface.  The  height  of  the  surface  is  determined 
by  the  demand  for  that  location.  Any  features  of  the  site  or  its 
environment  that  generate  changes  in  demand  will  produce  changes  in 
the  land  value  surface.  Thus  local  access  to  parks,  shopping  plazas 
or  schools  will  be  reflected  in  the  surface.  Non-physical  features 
can  also  produce  changes  in  the  land  value  surface.  An  area  of  high 
social  status  will  be  highly  demanded  as  a  residential  location.  The 
value  of  sites  will  rise  because  of  this  increase  in  demand  and  the 
fixed  number  of  available  locations  will  in  this  way  be  rationed 
among  those  available  to  pay. 

The  land-value  surface  will  thus  reflect  the  aggregate 
demand  for  all  the  locations  in  the  city.  In  any  large  city  a  clear 
basic  structure  will  emerge  reflecting  the  main  accessibility  centres 
and  the  main  transportation  routes.  Minor  variations  and  disturbances 
will  appear  on  that  surface  reflecting  irregularities  in  demand  caused 
by  small  physical  and  social  characteristics.  Nonetheless,  it  would 
be  theoretically  possible  to  create  a  fairly  accurate  land  value 
surface  using  only  a  small  sample  of  sites.  This  is  because  the  basic 
accessibility  pattern  of  the  city  is  the  main  determinant  of  land  value. 
The  assessment  of  land  values  could  therefore  be  a  fairly  mechanical 
procedure,  reflecting  the  basic  regularity  of  the  underlying  deter¬ 
minants  of  land  value. 

The  distribution  of  building  value  in  the  city  is  not  as 
easily  explained.  Obviously  there  will  be  a  general  relationship 
between  the  value  of  the  land  and  the  value  of  the  improvement  to 
that  land.  Any  cursory  glance  at  the  pattern  of  buildings  in  a 
modern  city  will  confirm  this  relationship.  The  skyscrapers  of 
downtown  are  found  on  the  most  expensive  land.  Smaller,  somewhat 
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lower,  clusters  of  high-rise  buildings  are 
bility  nodes.  In  Toronto  the  lines  of  the 
are  marked  by  high-intensity  apartment  and 


found  at  other  accessi- 
freeways  and  subways 
office  use. 


There  is  of  course  a  reason  for  this  relationship  between 
site  value  and  improvement  value.  The  value  of  a  site  is  given  by 
its  possible  use,  by  the  value  of  the  income  that  the  highest  and 
best  use  can  generate  at  that  site.  The  greater  the  income  the 
higher  the  site  value.  The  entrepreneur  who  has  to  pay  a  high 
price  for  land  will  be  forced  to  use  that  land  to  its  highest  and 
best  use  in  order  to  recoup  his  carrying  costs.  The  intensity 
of  use  of  a  site  will  therefore  reflect  its  value.  In  this  way 
the  tallest  buildings  in  the  city,  representing  the  highest  intensitv 
of  use,  will  be  found  on  the  land  of  highest  value. 


value  is 


This  relationship,  between  site  value  and 
not  totally  regular  or  consistent  however. 


improvement 


There  are  many  instances  in  the  city  in  which  the  value 
of  the  improvement  does  not  reflect  the  value  of  the  land.  Inner- 
city  parks  and  public  squares  for  examole  represent  a  gross  under¬ 
utilization  of  costly  land,  an  under-utilization  which  is  judged 
socially  desirable  in  many  cases.  More  frequent  forms  of  under¬ 
utilization  occur  because  of  differentials  in  the  change  in  value 
of  land  and  buildings  over  time.  Very  basically,  land  tends  to 
appreciate  in  value  over  time,  whereas  buildings  tend  to  depreciate. 
Thus  land  always  tends  towards  under-improvement  until  the  costs  of 
demolition  and  re-building  are  exceeded  by  the  benefits,  in  terms 
of  increased  revenue,  of  the  redeveloped  site. 


The  Changing  Pattern  of  Urban  Land  Uses 


The  city  is  after  all  always  changing;  new  areas  on  the 
fringe  are  added  and  buildings  age  and  deteriorate.  They  are  then 
demolished  and  replaced  by  new  ones. 


Very  often,  however,  there  is  a  distinct  pattern  to  the 
way  in  which  land  uses  change.  Imagine  the  spatial  pattern  that 
would  be  generated  by  the  simple  model  we  described  in  the  previous 
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section.  It  would  consist  of  rings  of  land  uses  circled" about  the 
centre.  The  commercial  area,  the  C.B.D.,  would  be  the  innermost 
ring,  around  it  an  industrial  ring,  followed  by  rings  of  housing 
of  increasing  quality.  Beyond  the  urban  periphery  agricultural  and 
recreational  land  uses  would  predominate.  Such  is  the  static  model 
in  population.  All  of  these  rings  would  move  outwards,  each  inner 
land  use  would  'invade'  the  next  outer  rinq.  Commercial  uses  would 
spread  into  the  industrial  ring  which  in  turn  would  invade  the 
residential  areas.  The  fringe  of  the  city  would  move  outwards  and 
agricultural  land  would  be  converted  to  residential  uses.  Within 
the  residential  ring,  houses  would  tend  to  deteriorate  proaress- 
ively  from  the  centre,  and  lower  income  occupants  would  move  out 
from  the  centre.  The  newer  houses  on  the  fringe  would  be  occupied 
by  wealthier  occupants.  Land  uses  would  tend  to  change  in  ripples 
out  from  the  centre. 

One  can  postulate  for  residential  neighbourhoods  a  certain 
cyclical  pattern  in  their  redevelopment  and  replacement.  There  is 
an  initial  period  of  single  family  construction  characterized  by 
low  density  and  a  general  uniformity  of  age  and  condition.  There 
follows  a  period  of  infilling  in  which  population  density  increases 
and  new  construction  fills  in  vacant  land  often  with  low-rise 
apartment  building.  A  stage  of  downgrading  and  deterioration  may 
now  commence  with  limited  new  construction,  but  extensive  conversion 
of  buildings  to  multi-family  structures.  Population  densitv  may 
increase  rapidly  at  this  point.  As  these  buildings  are  so  inten¬ 
sively  used,  they  may  begin  to  deteriorate  substantially.  Buildings 
may  be  demolished  or  abandoned  and  some  non-residential  uses  may 
take  over.  Population  density  will  tend  to  thin  out  as  the  number 
of  residential  units  declines.  At  this  point  a  renewal  stage  may 
begin,  involving  the  replacement  of  the  obsolete  and  deteriorated 
housing,  both  multi-family  and  single  family  by  high  density 
apartments . 
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Generally  this  stage  takes  two  forms,  private  luxury  apartments 
and  subsidized  medium  and  low  income  public  housing. 

Obviously  not  all  residential  areas  go  through  this  cycle 
of  structural  change,  and  some  areas  may  skip  stages  or  become 
arrested  at  a  particular  stage.  Luxury  apartment  development  is 
often  attracted  to  good,  undeteriorated  neighbourhoods  because  of 
their  higher  status.  Neighbourhoods,  by  strong  zoning  and  code 
enforcement  and  vigorous  citizen  organization  may  manage  to  pre¬ 
serve  their  residential  area  against  major  change.  On  the  other 
hand  a  neighbourhood  may  become  so  deteriorated  as  to  disuade  any 
new  building  or  rehabilitation  and  thus  become  a  slum  or  near-slum. 

The  role  of  urban  government  in  controlling  the  renewal  cycle  is 
all  important. 

The  distribution  of  different  types  of  housing  and  house¬ 
holds  in  the  city  reflects  the  operation  of  the  housing  market  over 
time.  The  function  of  the  housing  market  is  to  allocate,  through 
the  price  mechanism,  particular  homes  to  particular  households. 

Yet  both  supply  and  demand  in  the  housing  market  are  continually 
changing  and  as  a  result  the  spatial  expression  of  the  market,  the 
residential  structure  of  the  city,  is  in  constant  flux. 

Residential  neighbourhoods  can  change  in  many  ways.  We 
all  know  of  neighbourhoods  that  are  ’going  down'.  Houses  are  de¬ 
teriorating,  lower  income  families  are  moving  in,  perhaps  delin¬ 
quency  and  other  social  problems  are  increasing.  Also  frequent, 
though  less  common,  are  areas  'going  up'.  In  Toronto  recently, 
many  old  but  attractive  inner-city  neighbourhoods  are  being  given 
a  new  lease  of  life,  as  houses  are  renovated  and  new  stores  and 
shops  are  opened  to  cater  to  the  tastes  of  the  new  residents. 

Essentially  the  changes  that  take  place  in  the  character 
of  neighbourhoods  over  time  can  be  analysed  under  three  main  headings. 
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By  neighbourhood  change  we  often  mean  the  change  in  the 
quality  of  the  housing  stock  of  the  area.  As  a  general  rule 
dwellings  decrease  in  quality  over  time.  They  become  obsolete, 
as  new  houses  are  built  with  which  the  present  stock  competes 
unfavourably.  Houses  also  decline  in  quality  because  of  deteri¬ 
oration.  Yet  neither  of  these  processes  are  deterministic.  The 
rate  of  obsolescence  of  a  building  is  related  to  consumer  prefer¬ 
ences  for  it.  The  rehabilitation  of  downtown  residential  property 
in  Toronto  by  private  owner-occupiers  represents  a  considerable 
preference  shift,  and  generates  a  kind  of  obsolescence  in  reverse. 
The  rate  of  deterioration  of  a  building  is  obviously  linked  to  the 
nature  of  maintenance  inputs.  If  buildings  are  properly  built  and 
properly  maintained,  no  deterioration  need  take  place.  The  incent¬ 
ive  for  mainenance  is  strongly  related  to  the  rate  of  return  gen¬ 
erated  by  that  building. 

In  addition  to,  (and  often  in  association  with)  changes 
in  housing  quality,  changes  in  the  characteristics  of  neighbourhood 
residents  may  take  place.  In  general,  as  houses  get  older  the  in¬ 
come  of  their  occupants  decreases.  Other  changes  of  residents  mav 
take  place;  immigrant  groups  or  ethnic  groups  may  move  into  part¬ 
icular  neighbourhoods  and  radically  change  it  in  character.  One 
old  area  of  Toronto,  the  Kensington  area,  has  provided  a  home  succ¬ 
essively  for  English,  Irish,  Jewish,  Hungarian,  West  Indian  and 
Portuguese  immigrants. 

Lastly,  chanoes  in  the  value  of  property  of  a  particular 
neighbourhood  may  take  place.  These  value  changes  may  be  either 
a  result  or  a  cause  of  quality  and  occupancy  changes,  or  they  may 
be  independent  of  them.  If  a  new  subway  or  freeway  is  constructed 
for  example,  property  values  will  change  considerably  in  the  area 
of  influence. 
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THE  HOUSING  PROBLEM 


Housing  Problems  and  the  Housing  Market 

A  housing  problem  exists  when,  for  whatever  reason, 
people  feel  dissatisfied  with  the  quantity  and  quality  of 
their  accommodation.  The  causes  of  dissatisfaction  with 
housing  are  many.  A  housing  problem  may  exist  if  the  price 
of  new  sub-division  houses  rapidly  escalates,  or  if  downtown 
row  housing  lacks  adequate  toilet  facilities.  Yet  both 
problems  are  related  for  they  both  refer  to  apparent  inade¬ 
quacies  in  the  basic  mechanism  that  creates  and  allocates 
accommodation,  namely  the  housing  market. 

In  Canada  the  vast  majority  of  people  obtain  their 
housing  by  competing  for  houses  in  the  market.  The  housing 
market  acts  as  an  allocating  system,  allocating  particular 
dwellings  to  particular  households,  using  price  as  the 
rationing  device.  If  many  households  want  a  property,  its 
price  will  rise  and  the  property  will  be  allocated  to  that 
household  able  to  pay  the  most. 

In  this  respect  housing  behaves  like  any  other 
market  commodity,  for  example,  like  cars  or  T.V.  sets.  As 
a  market,  however,  the  housing  market  has  a  few  unique 
characteristics  that  make  its  behaviour  exceptional.  Firstly, 
housing  is  an  extremely  complicated  commodity;  indeed  it  is 
not  realistic  in  many  cases  to  regard  it  as  a  single  commodity, 
and  as  a  corollary,  housing  demands  are  extremely  complex. 
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The  housing  market  consists  in  fact  of  a  series  of  inter-related 
sub-markets.  This  cellular  nature  of  housing  market  makes 
the  process  of  allocation  that  much  more  difficult,  and  is 
itself  frequently  the  cause  of  some  kinds  of  housing  problems. 

For  example,  there  is  frequently  an  extreme  shortage  of  very 
particular  kinds  of  housing  while  simultaneously  vacancies 
might  exist  in  other  sub-markets.  In  this  sense  sub-groups  of 
demand  such  as  old  people,  students  or  middle-income  large 
families  might  from  time  to  time  experience  a  problem  in  obtaining 
adequate  supplies  of  housing  at  acceptable  price  and  quality 
while  the  market  as  a  whole  is  relatively  abundantly  provided  for. 

A  second  basic  feature  of  the  housing  market  that  can 
be  identified  as  contributing  to  the  housing  problem  is  the 
necessity  of  housing.  Everyone  needs  a  roof  over  their  head! 
Indeed  one  of  the  remarkable  features  of  the  housing  market  is 
that  there  are  so  few  homeless;  that  indeed  the  market  works  so 
well.  Yet  the  very  degree  of  dispersion  of  the  income  distri¬ 
bution  means  that  a  wide  range  of  housing  quality  will  exist. 

Since  the  housing  market  is,  as  we  indicated,  an  allocation 
mechanism  matching  supply  against  demand,  it  will  be  at  the 
bottom  end  of  low  income  demand  and  poor  quality  supply,  that 
most  problems  will  occur.  Just  because  housing  is  a  necessity 
there  is  in  normal  times  very  little  ineffective  demand  for 
housing  units.  One  may  be  too  poor  to  afford  even  the  worst 
quality  automobile;  yet  people  are  rarely  too  poor  to  be  able  to 
afford  the  worst  quality  housing. 

Housing  Supply  and  Housing  Shortage 

The  causes  of  dissatisfaction  with  housing  are  often 
thought  to  be  generated  by  an  overall  shortage  of  accommodation. 
This  shortage  is  indicated  not  so  much  by  the  rate  of  homelessness 
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as  by  the  rate  of  over-crowding  and  sharing  of  accommodation. 

Although  the  fragmentation  of  the  market  into  sub-markets  com¬ 
plicates  the  problem,  allowing  shortages  and  vacancies  to  occur 
simultaneously,  the  basic  solution  remains  the  same,  to  increase 
the  overall  supply  of  housing.  Most  governments  are  actively  en¬ 
gaged  in  maintaining  a  high  rate  of  new  construction  activity, 
by  careful  overseeing  of  the  building  industry  and  by  certain  types 
of  financial  inducements.  Nonetheless  the  supply  of  new  con¬ 
struction  is  by  no  means  perfectly  elastic  with  resDect  to  demand 
derived  from  the  housing  market. 

A  new  house  is  an  extremely  complicated  commodity  to 
produce.  Not  only  does  it  demand  a  large  number  of  raw  material 
and  informational  inputs,  but  it  takes  a  long  time  to  produce. 

For  this  reason  housing  production  is  not  highly  responsive  to 
changes  in  demand  but  more  related  to  changes  in  the  conditions 
of  input  supply. 

Most  important  among  these  inputs  is  the  supply  of 
capital  for  residential  construction.  In  the  private  capital 
market  there  is  no  supply  of  funds  exclusively  for  the  use  of 
residential  developers.  They  must  compete  with  other  potential 
capital  users.  In  times  of  high  business  activity  the  residential 
construction  market  does  not  seem  generally  able  to  offer  the 
highest  returns,  with  the  result  that  capital  flows  into  non- 
residential  activities.  For  this  reason  the  government  tends  to 
ensure  that  a  minimum  amount  of  funds  are  available  by  mortgage 
insurance  through  such  institutions  as  Central  Mortgage  and  Housing 
Corporation.  Nonetheless  the  supply  of  capital  for  residential 
construction  is  extremely  responsive  to  changes  in  the  interest 
rate  . 

The  supply  of  land  is  another  important  input  in  the 
housing  production  process.  Land  shortages  tend  to  be  institutionally 
created.  Government  policies  on  restricting  urban  growth,  local 
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zoning  restrictions  and  community  opposition  all  tend  to  reduce 
the  supply  of  land  and  thus  increase  its  market  price. 

Measures  designed  to  improve  the  quality  of  housing, 
such  as  minimum  lot  sizes,  set-backs  and  public  open  space  re¬ 
quirements  all  reduce  the  number  of  dwellings  that  can  be  produced 
on  a  given  acreage.  The  sudden  growth  of  Canadian  cities  since 
the  war  coupled  with  increased  municipal  legislation,  has  resulted 
in  a  very  high  rise  in  some  urban  land  prices.  The  larger  and 
faster  growing  the  city,  the  higher  would  seem  to  be  land  prices. 
Nowhere  is  this  more  true  than  in  Toronto,  where  the  cost  of 
serviced  residential  lots  ranges  from  $20,000  to  over  $50,000. 

The  supply  of  land  for  redevelopment,  as  opposed  to  new  residential 
construction,  is  extremely  variable.  The  apartment  boom  in 
Metropolitan  Toronto  in  the  sixties  seems  now  to  have  been  checked, 
largely  by  citizen  opposition  to  this  kind  of  redevelopment, 
severely  reducing  the  amount  of  land  available  for  inner-city  re¬ 
sidential  construction. 

The  third  important  productive  factor  in  housing  is  labour 
and  building  materials.  Both  are  reasonably  sensitive  to  housing 
demand  though  in  times  of  high  building  activity  labour  may  be  bid 
away  by  other  activities  and  materials  mav  be  demanded  by  non- 
residential  construction. 

The  final  productive  factor  is  entrepreneurship.  As  noted 
earlier,  housing  is  an  extremely  complicated  commodity  to  produce. 
Entrepreneurship  is  all  important  therefore.  The  building  industrv 
has  traditionally  consisted  of  a  large  number  of  small  producers 
which  is  perhaps  not  the  most  efficient  organization  for  the  industrv. 
The  growth  of  a  few  large  development  companies,  particularly  in 
apartment  development,  may  promise  cheaper  unit  costs  in  the  future. 
Large  companies  will  be  more  able  to  maintain  a  constant  flow  of 
new  units,  being  less  susceptible  to  the  vaoaries  of  the  economic 
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climate.  Large  companies  can  also  profit  from  economies  of  scale 
and  the  developments  in  building  technologies. 

These  four  factors,  capital ,  land ,  labour  and  materials, 
and  entrepreneurship ,  are  the  necessary  inputs  to  the  production 
of  new  residential  construction.  They  are  all,  as  indicated  above, 
imperfectly  responsive  to  demand  from  the  housing  market  itself. 

In  this  way  gross  shortages  of  housing  can  occur  even  if  substantial 
demand  is  present. 
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Housing  Policy  and  the  Housing  Problem 

Another  major  complication  exists  in  the  'solution'  of 
the  housing  problem  by  increasing  the  supply  of  new  housing.  New 
housing  tends  to  be  built  in  the  higher  price  levels  of  the  market. 
Very  little,  if  any,  low  income  housing  is  built  by  the  private 
market.  Thus  the  demand  for  new  construction  only  comes  from  the 
upper  part  of  the  market  and  this  may  not  be  directly  responsive 
to  shortages  which  may  exist  at  lower  income  and  quality  levels. 

Furthermore  the  rate  of  new  additions  to  the  stock  is 
extremely  small.  The  new  housing  constructed  in  any  one  year 
rarely  exceeds  5%  of  the  total  existing  housing  stock.  This  is 
due  to  the  inelasticity  of  the  supply  of  the  factors  of  housing 
production  mentioned  earlier.  For  Canada  as  a  whole,  new  additions 
only  compose  about  3%  of  the  total  stock;  thus  it  would  take  at 
least  33  years  to  totally  replace  all  the  houses  now  in  existence. 

The  low  numerical  importance  of  new  construction  rela¬ 
tive  to  the  total  stock  of  housing  has  perhaps  been  overlooked 
in  housing  policy.  Though  increased  rates  of  new  building  will 
ease  any  housing  shortage,  this  process  will  of  necessity  work 
slowly  and  intermi ttant ly ,  and  from  the  top  of  the  market  down. 

As  a  means  of  improving  housing  quality,  increased  rates  of  new 
construction  are  even  less  effective.  The  vast  quality  improve¬ 
ments  in  the  stock  noted  earlier  were  due  not  so  much  to  the 
demolition  and  abandonment  of  poor  quality  dwellings  and  their 
replacement  by  new  structures,  but  to  the  rehabilitation  of  the 
original  buildings.  New  housing  feeds  into  the  existing  stock  at 
the  top  of  the  quality  range,  whereas  the  poor  quality  housing  is 
usually  much  older.  Those  with  low  incomes  are  therefore  generally 
the  last  to  benefit  from  new  construction.  For  this  reason  policy 
makers  have  suggested  that  new  homes  must  be  built  directly  for 
low  income  families.  Since  the  private  market  has  rarely  been 
willing  to  build  such  accommodat ion  independently,  government 
assistance  in  various  forms  has  been  necessary.  This  role  is 
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fulfilled  at  the  federal  level  by  Central  Mortgage  and  Housing 
Corporation  through  the  National  Housing  Act  and  at  the  provincial 
level  by  the  Ontario  Housing  Corporation. 

Housing  and  the  Filtering  Process 

It  has,  however,  been  argued  that  the  injection  of  new 
housing  directly  at  lower  quality  and  price  levels  of  the  market 
is  extremely  inefficient  in  the  long  term.  Such  an  opinion  is 
based  on  a  theory  of  the  dynamic  behaviour  of  the  housing  market 
known  as  the  "Filtering  Process". 

The  Filtering  Process  is  a  theory  explaining  regularities 
over  time  in  the  behaviour  of  individual  units  of  the  housing 
stock.  There  seems  to  be  a  general  preference  among  people  for 
new  housing.  Yet  as  we  have  seen  the  amount  of  new  housing  pro¬ 
duced  each  year  is  limited.  Competition  for  the  new  housing 
forces  up  the  price  and  it  is  allocated  to  higher  income  households. 
The  next  income  group  must  live  in  slightly  older  housing  and  so 
on  down  the  scale  until  the  oldest  housing  in  the  stock  is  occupied 
by  the  poorest  people  in  the  market.  This  distribution  is  not 
static  however.  As  the  new  houses  age  and  deteriorate  and  are  made 
obsolete  by  new  construction,  so  the  highest  income  families  be¬ 
come  dissatisfied  with  their  existing  accommodation  and  move  into 
the  available  newly  constructed  residences.  The  income  group 
below  them  moves  into  the  houses  that  have  been  vacated  and  so  on 
down  the  scale  every  one  moves  up  in  turn  until,  at  the  bottom, 
the  oldest  houses  are  abandoned. 

As  a  policy  model  the  implications  of  this  filtering 
process  are  significant.  The  quality  of  low  income  housing 
can  best  be  improved  by  accelerating  the  rate  at  which  housing 
passes  down  through  the  stock.  This  is  largely  determined  by  the 
rate  of  construction  and  the  rate  of  dissatisfaction  of  higher 
income  families  with  their  present  accommodation.  It  has  been 
suggested  that  some  kind  of  obsolescence  should  be  'built-in'  to 
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the  housing  stock  to  shorten  its  effective  life.  In  this  way,  if 
new  construction  could  be  increased  houses  would  move  very  quickly 
down  the  income  scale  and  transmit  technological  changes  and  quality 
improvements  rapidly  to  low  income  families. 

It  is  also  clear  from  this  model  that  the  housing 
situation  of  any  particular  income  group  cannot  be  improved  without 
improving  the  situation  of  all  the  groups  'above'  it  in  the  market. 
If,  for  example,  lower  income  groups  were  given  substantial  housing 
supplements  of  some  kind,  all  that  would  happen  would  be  that  the 
price  of  old  housing  would  increase,  and  all  the  supplement  would 
be  lost  through  rents  or  higher  property  values.  No  improvement  in 
the  quality  of  lower  income  accommodation  could  take  place  without 
their  being  able  to  move  into  the  better  quality  housing  of  the 
next  income  group  up.  This  kind  of  argument  leads  to  the  curious 
conclusion  that  the  best  way  to  improve  the  housing  situation  of 
the  poor  would  be  to  give  some  substantial  housing  assistance  to 
the  middle  income  groups. 

Imagine  for  example,  that  mortgage  payments  were  claimable 
against  income  tax,  (as  is  the  case  in  the  United  States  and  the 
United  Kingdom) .  This  would  bring  the  costs  of  home-ownership 
within  the  reach  of  many  families  now  renting  or  living  in  older 
housing.  These  families  could  now  move  out  to  new  suburban 
subdivisions,  vacating  their  previous  accommoda tion .  The  decrease 
in  demand  for  that  property  would  cause  its  price  to  fall  and  this 
accommodation  would  become  available  for  lower  income  families. 

They  would  move  in  and  vacate  their  old  homes  leaving  them  for 
demolition.  The  quality  of  their  accommodation  has  increased  at 
no  extra  cost. 

In  practice  of  course  the  market  is  so  complicated  that 
nothing  as  simple  as  the  above  example  ever  occurs.  In  particular 
the  fragmentation  of  the  housing  market  into  sub-markets  creates 
a  situation  in  which  'throttling'  of  the  filtering  process  con¬ 
tinually  occurs.  If  all  houses  were  identical  and  all  families 
had  similar  preferences  and  needs  differing  only  in  income, the 
filtering  process  would  work  perfectly. 

The  arguments  against  low  income  housing  can  now  be 
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dealt  with  in  more  detail.  By  building  new  housing  at  the  top 
of  the  price  range,  maximum  use  is  made  of  that  building  over 
its  effective  life.  It  can  pass  down  through  the  income  levels 
over  time  until  finally  no  demand  for  that  housing  remains  and 
it  passes  out  of  the  stock  through  demolition  or  conversion. 

If,  on  the  other  hand,  low  income  housing  is  built,  that  is, 
housing  at  lower  price  and  quality  ranges,  then  its  effective 
life  is  much  shorter.  Once  it  has  been  abandoned  by  low  income 
families  it  will  not  be  demanded  by  any  other  household.  The 
extensive  post-war  public  housing  built  for  lower  income  households 
in  the  United  Kingdom  has  been  criticized  on  these  grounds.  There  is 
increasingly  no  demand  for  these  units  once  they  have  been  vacated  by 
present  occupants.  In  other  words  the  effective  life  of  these  units 
has  been  only  twenty  to  twenty-five  years--an  extremely  inefficient 
use  of  building  resources.  It  should  be  noted  that  the 
inefficiency  of  such  policies  is  only  obvious  in  the  long  run. 

In  the  short  term  the  housing  needs  of  low  income  families  may  be 
so  acute  that  immediate  measures  are  necessary. 

Housing  Demand  and  the  Housing  Problem 

There  are  two  sides  to  every  market.  People  may  be 
poorly  housed  not  because  there  is  an  inadequate  supply  of 
housing  but  because  they  have  inadequate  incomes  with  which  to  buy 
housing.  In  such  a  case  income  supplements  might  be  a  more  logical 
and  effective  solution  than  new  construction. 

Making  the  distinction  between  supply  and  demand  deter¬ 
minants  of  the  housing  problem  can  be  extremely  important.  In 
the  case  of  slum  housing  or  urban  renewal,  solutions  have  in  the 
past  focussed  on  demolishing  or  improving  the  supply  of  housing 
in  a  particular  area.  In  this  way,  it  was  thought,  the  social 
problems  endemic  to  slum  areas  could  be  controlled.  The  effect  of 
many  such  renewal  problems  was,  sadly,  not  to  eliminate  poor 
quality  housing  or  social  deviance,  but  to  move  them  somewhere  else. 
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Most  of  the  explanations  for  the  existence  of  slums  or 
poor  quality  housing  in  central  cities  are  based  on  factors  influ¬ 
encing  the  supply  characteristics  of  that  housing.  The  very  fact 
that  public  concern  is  aroused  by  the  physical  condition  of  the 
buildings  more  than  by  the  social  situation  of  their  inhabitants 
is  significant.  Poor  housing  is  due  to  age,  deterioration,  lack 
of  maintenance  and  the  external  effects  of  conflicting  land  uses, 
it  is  argued.  These  factors  decrease  the  attractiveness  of  such 
housing  and  thus  the  demand  for  it.  This  lack  of  demand  reduces 
the  rates  of  return  on  such  property  and  thus  reinforces  the 
deteriorating  spiral. 

Undoubtedly  supply  factors  do  influence  the  creation  of 
slum  housing.  Yet  it  is  important  to  recognize  that  the  central 
cause  of  slums  is  the  poverty  of  their  occupants,  rather  than  any 
inexorable  decline  in  quality  over  time. 

Slum  housing,  it  would  seem,  is  expensive  in  relation  to 
its  quality.  Such  a  fact  is  difficult  to  reconcile  with  the  idea 
of  declining  demand  for  deteriorating  property.  Rather  the  ex¬ 
pensiveness  of  such  poor-quality  property  is  due  to  the  high  demand 
by  low  income  families  for  cheap  accommodation.  There  is  increas¬ 
ingly,  in  the  centre  of  our  large  cities,  a  concentration  of  poor 
families.  This  concentration  is  due  to  a  number  of  complex  factors, 
mainly  the  location  of  low  paying  employment  and  the  high  cost  of 
transportation.  This  group  of  poorly  paid  workers,  often  new7 
immigrants  employed  in  unskilled  work  or  in  service  industries, 
competes  for  the  limited  amount  of  cheap  housing  located  in  the 
centre  of  the  city.  This  competition  tends  to  bid  up  the  price  of 
such  housing,  yet  the  poor  are  often  not  able  to  move  out  of  that 
sub-market  area. 

This  high  demand  for  slum  housing  explains  another 
inconsistency  in  the  declining  demand  for  deteriorated  housing 
theory  of  slums.  Substantial  improvements  have  been  made  in 
the  quality  of  even  the  poorest  housing,  due  largely  to  increased 
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maintenance  expenditures  on  such  buildings  by  their  owners. 
These  improvements  are  not  consistent  with  a  slum-generating 
downward  spiral  of  deterioration,  low  demand,  and  decreasing 
revenues.  Rather  the  relatively  high  demand  for  inner-city 
housing,  combined  with  the  rising  real  incomes  of  the  poor, 
has  allowed  landlords  and  owner-occupiers  to  plough  back  more 
money  into  improving  their  property. 
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THE  NATURE  AND  CAUSES  OF  URBAN  SPRAWL 


The  extraordinarily  rapid  growth  of  Canada's 
urban  population  in  recent  years  has  brought  with  it  many 
problems.  Now  we  shall  take  a  look  at  the  problem  of  urban 
sprawl,  its  nature  and  its  causes  and  discusses  its  costs 
and  its  benefits.  The  city  as  we  have  seen  it,  is  not  a  simple 
organism  and  simplistic  solutions  to  the  problems  are  rarely 
correct.  Frightened  at  the  prospect  of  the  inexorable  growth 
of  the  city,  some  governments  have  introduced  'green-belt' 
policies  designed  to  limit  the  area  of  new  development  and 
thus  check  growth.  The  most  famous  'green-belt'  policy  was 
adopted  by  the  city  of  London  England,  in  1947  and  has  singularly 
failed  in  its  objectives  of  halting  the  growth  of  that  city. 

The  causes  of  rapid  urbanization  and  its  physical  manifestation, 
urban  sprawl,  are  so  complex  and  powerful  that  they  are  not 
significantly  affected  by  crude  physical  planning. 

What  is  Urban  Sprawl 

Urban  sprawl  is  probably  easier  to  recognize  than  to 
define.  Driving  or  flying  into  any  one  of  our  large  cities  one  is 
struck  by  the  endless  tracts  of  scattered  development,  idle  farmland 
and  unused  farm  buildings.  The  roads  are  lined  with  ugly  neon- 
signed  hamburger  'joints',  muffler  shops  and  gas  stations.  The 
landscape  is  cut  by  new  highways,  hydro  lines  and  gravel  pits. 

Yet  'urban  sprawl'  as  a  term  is  used  with  a  variety  of  meanings. 

'Urban  sprawl'  is  sometimes  used  to  denote  all  urban 

growth.  In  this  sense  Metropolitan  Toronto  has  'sprawled'  from  a 
medium  sized  city  of  .75  million  population  in  1941  to  the  2.4 
million  metropolis  of  today.  Of  necessity  not  only  the  population 
but  the  area  of  the  city  has  grown  and  so  to  call  this  'urban 

sprawl'  to  denote  such  incremental  growth  is  to  use  the  term  too 

loosely . 

A  second  meaning  is  one  almost  analagous  to  'suburbanization'. 
'Urban  sprawl  is  used  to  define  low  density  but  continuous  sub- 
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division  development.  The  large  areas  of  new  single- family 
housing  on  the  fringes  of  our  cities  have  been  built  at  an 
extremely  rapid  rate,  yet  for  the  most  part  high  standards  of 
physical  layout  and  design  have  been  maintained.  Strictly 
speaking,  therefore,  such  development  cannot  be  called  'urban 
sprawl ' . 

The  third,  and  most  useful,  definition  of  'urban  sprawl' 
refers  to  haphazard  and  discontinuous  development  in  the  urban 
fringe.  It  refers  to  the  ribbons  of  mixed  land  use  activities 
along  major  highways  where  land  uses  like  motels,  service  stations, 
houses,  nurseries,  junk  yards ,  farmland ,  etc.,  are  strung  along 
side  by  side.  In  addition  to  this  unsightly  ribbon  development, 
urban  sprawl  refers  to  the  'leap-frog  development'  that  often  takes 
place  in  the  urban  fringe.  Leap-frog  sprawl  is  the  settlement  of 
discontinuous,  though  possibly  compact,  subdivisions  which  checker¬ 
board  the  landscape  leaving  open  spaces  between  them.  These  open 
spaces  are  frequently  idle  farmland  or  used  for  unsightly  purposes 
such  as  junk  yards  or  wreckers'  yards. 

The  Causes  of  Sprawl 

A  number  of  causes  of  this  kind  of  development  have  been 
suggested.  Many  of  them  are  inter-related. 

Perhaps  the  most  important  single  cause  of  urban  sprawl 
is  simply  the  rapid  growth  of  our  cities.  Since,  in  Canada,  land 
is  developed  primarily  by  a  number  of  independant,  private  agents, 
an  irregular  pattern  of  development  is  initially  likely  to  result. 
This  lack  of  coordination  can  be  minimized  by  careful  planning  but 
is  likely  to  remain  at  times  of  rapid  growth,  if  only  because  of 
the  amount  of  growth  taking  place.  Urban  fringe  development  has 
been  likened  to  a  tide,  or  a  wave,  of  building  and  population 
increase.  In  this  sense  of  the  term, urban  sprawl  is  likely  to  take 
place  at  the  very  farthest  point  reached  by  that  wave  of  development. 

Land  Speculation  and  Urban  Sprawl 

Any  treatment  of  land  speculation  must  get  past  the 

understandable  emotionalism  that  surrounds  the  issue.  The  conven 
tional  wisdom  on  speculation  is  generally  as  follows:  Speculation 
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i6  bad  because  it  inflates  land  values,  causes  sprawl  and  gives 
windfall  profits  to  those  who  do  nothing  to  improve  the  land. 
Speculation  is  generally  defined  as  follows:  "the  holding  of  land  in 
the  expectation  that  land  values  will  greatly  increase  in  the  future 
without  the  owner  improving  the  land" .  Speculation  is  said  to  cause 
sprawl  in  a  number  of  ways. 

Firstly,  speculation  is  said  to  drive  up  land  values. 

This  happens  because  of  the  frequent  exchange  of  titles  that  takes 
place  in  speculative  land.  Each  exchange  will  involve  a  mark-up  in 
price  and  thus  the  value  of  fringe  land  is  driven  up. 

Secondly,  speculation  is  said  to  create  unnecessary  areas 
of  idle  land.  By  definition,  speculative  land  is  held  in  expection 
of  future  use  and  thus  is  held  from  present  use.  The  inflated  price 
of  such  land  makes  it  prohibitively  expensive  for  anything  but 
urban  uses,  and  thus  agriculture  is  excluded.  The  land  is  therefore 
held  idle  until  it  is  reached  by  the  tide  of  urban  development.  The 
optimism  of  speculators  and  their  confidence  in  the  continuation  of 
the  rising  market  that  generates  their  capital  gains,  makes  them  hold 
much  more  land  than  is  necessary  for  the  expansion  of  the  city.  Thus 
more  land  is  held  speculatively  than  can  be  used.  The  result  is  a 
checkerboarding  of  development,  as  new  subdivisions  'leap-frog'  over 
idle  speculative  land. 

The  third  suggested  effect  of  speculation  is  to  create 
considerable  difficulties  for  urban  planners  whose  goal  is  orderly 
development.  The  unorganized  use  of  urban  fringe  land  leads  to 
great  inefficiencies  of  layout  and  servicing,  thus  adding  to  the 
municipal  tax  burden. 

These  relationships,  between  land  speculation  and  urban 
sprawl,  seem  accepted  by  many  politicians,  academics  and  journalists. 
Their  argument  continues  that  since  speculators  create  such  social 
diseconomies,  and  reap  so  bountiful  a  reward  for  this  anti-social 
behaviour,  prohibitive  and  punitive  measures  should  be  imposed. 

Most  commonly  suggested  are  a  capital  gains  tax,  a  land  bank  or 
stricter  parcel-by-parcel  zoning. 
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Criticism  of  the  Accepted  Theory  of  Land  Speculation! 

The  first  point  made  was  that  speculation,  through  frequent 
exchange  of  titles,  drives  up  land  values.  This  is  of  course  not  nec¬ 
essarily  true.  Titles  could  be  frequently  exchanged  because  land 
values  were  falling.  Probably  speculative  land  is  bought  and  sold 
frequently  because  its  value  is  rising  and  each  successive  owner 
wishes  to  capitalize  on  its  increase  price.  These  price  increases 
cannot,  however,  be  caused  by  the  exchange  process  itself. 

Secondly,  speculation  is  said  to  create  unnecessary 
areas  of  idle  land  since  speculators  are  over-optimistic  about 
the  rising  market  and  thus  hold  more  than  sufficient  land  for  future 
use  off  the  market.  Yet  if  the  future  land  market  is  over  supplied 
in  this  way,  speculative  gains  would  fall  as  future  prices  were 
driven  down.  If,  on  the  other  hand,  speculators  are  not  optimistic 
but  correctly  estimate  that  windfall  profits  are  to  be  made  in  the 
future,  surely  more  speculators  would  come  into  the  market,  putting 
more  land  into  potential  future  use  and  there  again  driving  down 
prices.  The  only  way  in  which  prices  could  be  help  up  is  if 
cartels  or  monopolies  existed.  There  is  little  evidence  to  suggest 
that  such  limiting  of  competition  exists  and  it  would  anyhow  be 
extremely  difficult  to  maintain,  given  the  number  of  buyers,  sellers 
and  parcels  of  land  in  a  large  urban  market. 

The  third  point,  that  speculation  vastly  increases  public 
utility  costs  through  disorderly  development  has  perhaps  more 
justice.  Rather  than  speculation  of  itself  being  the  cause  of  such 
problems,  it  is  however  the  inherently  disorganized  state  of  the 
urban  fringe  land  market  that  acts  against  the  most  efficient 
spatial  and  temporal  development  of  our  cities. 

The  central  omission  in  the  conventional  theory  of  land 
speculation  is  the  nature  of  demand  for  the  'speculative'  land. 

The  arguments  are  concerned  mainly  with  factors  which  apparently 

For  a  further  discussion  on  the  subject  you  are  referred  to  a  paper 
submitted  by  A.N.  MacKay  -  "Land  Speculation  -  A  comment"  which 
appeared  in  the  magazine  'PLAN'  issued  by  the  Canadian  Institute  of 
Planners,  Volume  6,  No.  2,  1965. 
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affect  the  supply  of  land.  Yet  no  speculation  could  take  place 
except  in  the  face  of  rapidly  rising  demand  for  lan-d-,  and  it  is 
this  demand  for  fringe  land  that  is  not  fully  considered.  The 
extreme  increments  in  the  value  of  urban  fringe  land  are  in  no 
way  artificial,  rather  they  reflect  the  realistic  appraisal  by 
the  market  of  the  future  income  generating  properties  of  that  land. 
Rapid  and  abrupt  changes  in  value  cannot  be  blamed  on  the 
speculator,  rather  on  the  somewhat  disorganized  nature  of  the 
fringe  land  market.  Public  policy  at  the  municipal  level  is 
particularly  to  blame  for  this  disorganization.  Since  development 
depends  on  planning  permission  and  adequate  lot  servicing,  changes 
in  policy  will  result  in  considerable  changes  in  value.  Similar 
changes  will  occur  in  response  to  other  public  works  such  as  the 
construction  of  a  new  freeway.  The  gains  which  accrue  to  the 
owner  of  land  beneficially  affected  by  public  policy  should  perhaps 
be  taxed  away,  but  the  causes  of  such  gains  should  first  be  clearly 
identified . 

The  objection  that  the  land  speculator  adds  nothing  to 
the  value  of  his  land  but  merely  reaps  socially  created  benefits 
is  in  addition  not  totally  fair.  It  is  indeed  based  on  vestigal 
mercantilist  notions  of  'just  price'.  Stockbrokers,  antique 
dealers  and  art  collectors  themselves  add  nothing  to  the  value  of 
their  assets.  Yet  they  do,  like  the  land  speculator,  tie  up 
considerable  sums  of  money  in  risky  and  illiquid  investments. 

Controls  of  Speculation 

During  the  recent  period  of  very  rapid  rises  in  property 
prices,  the  Ontario  government  introduced  legislation,  "The  Land 
Speculation  Tax  Act  1974"  in  an  attempt  to  control,  or  at  least 
to  curb  speculation  in  real  property.  Basically,  this  legislation 
imposed  a  tax,  initially  of  50%  but  since  reduced  to  20%,  of-  the 
increase  in  value  between  the  date  of  purchase  or  April  9th,  1974 
whichever  was  the  later,  and  the  date  of  disposition.  Following 
the  introduction  of  the  Act,  there  was  a  marked  reduction  in  the 
rate  of  increase  in  property  values.  The  debatable  point  is 
whether  this  was  due  to  the  legislation  or  to  other  economic 
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factors  which  pushed  mortgage  interest  rates  to  an  all  time 
high.  But  at  least  the  legislators  can  take  some  comfort  from 
the  apparent  effect  of  the  Act.  However,  other  less  controver¬ 
sial  methods  of  control,  such  as  land  banking  and  stringent 
zoning  regulations  might,  if  planned  adequately,  achieve  the 
same  results.  However,  let  it  be  said  that  even  such  methods 
will  not  overcome  the  probability  of  "windfall  gains". 

Other  Causes  of  Urban  Sprawl 

Other  causes  of  the  irregular  and  blighted  development 
of  the  urban  fringe  can  be  identified.  The  basic  surface  over 
which  development  is  to  take  place  may  not  be  totally  regular. 
Important  physical  discontinuities  may  exist,  such  as  ravines 
or  marshy  ground,  which  create  irregularities  in  subdivision 
development.  Too  often  these  physical  features  which  could, 
through  good  design  and  layout,  enhance  the  landscape  are  left 
idle  and  unsightly. 

Transportation  lines  will  tend  to  generate  irregular 
development  as  building  follows  the  paths  of  high  accessibility. 

So  called  'ribbon  development'  in  which  housing  and  industry  are 
constructed  along  a  major  highway  is  a  particularly  unsightly 
form  of  urban  sprawl. 

Other  causes,  related  to  shortcomings  in  public 
administration  can  also  be  identified.  Very  often  the  urban 
fringe  is  politically  not  in  the  control  of  the  central  metropolis. 
The  local  municipal  authorities  may  tend  to  have  differing  or 
conflicting  policies  on  development.  The  administrative 
boundaries  of  outlying  municipalities  may  therefore  tend  to  be 
emphasized  by  discontinuities  in  fringe  development. 

The  Costs  of  Urban  Sprawl 

The  costs  and  benefits  of  low  density  irregular 
development  on  the  urban  fringe  should  now  be  evaluated.  The 
central  objection  to  disorderly  development  of  this  kind  is 
fiscal.  Every  new  residential  unit  or  industrial  development 
demands  certain  basic  utility  services,  the  most  costly  of  which, 
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roads  and  sewers,  must  be  provided  by  the  public  purse.  A  regular 
layout  of  new  construction  permits  the  maximum  cost  s-avirrgs  to 
be  achieved  in  service  provision.  In  this  respect  therefore 
sprawling  and  discontinuous  development  is  extremely  inefficient. 

Other,  less  direct  costs,  can  be  attributed  to  urban 
sprawl.  The  irregular  use  of  land,  interspersed  with  tracts  of 
idle  and  vacant  land,  represents  a  less  than  optimal  use  of  land. 
In  the  Niagara  Fruit  Belt  for  example,  the  acreage  in  orchards  is 
being  rapidly  depleted  by  encroachment  from  higher  paying 
residential  uses.  Indeed  there  seems  to  be  a  tendency  for  urban 
development  to  take  out  the  highest  quality  agricultural  land, 
rather  than  marginal  farm  land.  Sprawl,  with  its  inefficient  and 
exaggerated  use  of  land  obviously  exacerbates  this  problem. 

The  direct  costs  of  urban  sprawl  must  all  be  met  out 
of  the  public  purse.  Inefficient  development,  with  higher  costs 
than  necessary,  will  result  in  a  higher  mill-rate.  Increasingly 
municipalities  are  carrying  out  some  form  of  cost-benefit  analysis 
to  determine  what  kinds  of  development  to  encourage.  Typically, 
low  density  sprawl  is  the  least  efficient  of  all  kinds  of 
development.  The  basic  costs  of  layout  of  roads  and  sewers  are 
usually  paid  or  shared  by  the  developer,  but  running  costs  will 
nonetheless  be  excessive.  Low  density  sprawl  often  puts  a  heavy 
strain  on  education  expenditures,  since  its  demographic  structure 
is  such  as  to  lead  to  a  high  percentage  of  school-age  children 
perhaps  needing  special  transportation. 

The  urban  problems  discussed  above  directly  relate  to 
the  job  and  life  of  the  assessor.  His  everyday  experience  with 
the  value  and  condition  of  property  provide  him  with  much  of  the 
basic  data  necessary  to  examine  the  housing  situation.  Urban 
sprawl  with  its  high  demands  on  the  municipal  budget  exemplifies 
the  relationship  between  different  types  of  urban  development 
and  urban  fiscal  problems. 
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